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I. INTRODUCTION 


A. GENERAL INFORMATION 

ites military exchange system consists of retail store 
@eecedtions located on bases throughout the world. aes 
organization of stores had sales revenues which exceeded 6.3 
mmenom dollars in Fiscal Year (FY) 1982. In comparison to 
m@m@emecountries leading retailers, in 1982 EneCw ti lean 
exchange system's total sales ranked in fifth position 
Memend Sears, kK mart, J. C. Penny, and Federated Department 
meeeres. {Ref. 1: p. R121] 

The Navy Resale System FY 1982 total sales exceeded 1.5 
Mmeebton which equates to approximately twenty-three percent 
of the total military exchange sales. These sales would 
place the Navy Resale System in twenty-third position in 
memaeion to the countries retailers. [Ref.l: p. R121] 

Memeration of such revenues places the Navy Resale 
Byetem in the category of “big business." As such an opera- 
tion, it should follow the precepts of sound management and 


meoper accounting. 


eee POR A STUDY OF THE NAVY RESALE SYSTEM FINANCIAL 
MEERATING STATEMENTS 
For management and fiscal control information, the exec- 


utives of the Navy Resale System rely on operating and 
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financial reports provided by the Navy Resale and Services 
sopport Office. These operating and financial reports must 
Mammeain Gata which is accurate, clear, and concise. 

The Commander of the Navy Resale and Service Support 
Office has expressed concern that there may be a lack of 
properly presented iene lak management inloymat von 


Molaple to the Navy Resale System and has requested that 


Mier study be undertaken. [Ref. 2] 


MORO ECTIVE AND SCOPE OF THE THESIS 

The objective of this thesis is to determine what opera- 
meeeeeand financial information should be made available to 
headquarters, region, main, and branch levels of the Navy 
Meeete System to properly manage the local sales activities. 

The scope of this thesis is limited to a review of Navy 
Resale System reports and to provide recommendations for 
their improvement. It is beyond the scope of this thesis to 
provide an economic analysis of such recommendations or 
mmpeementation procedures. 

Gmese thesis introdtices general retail accounting and 
Meperting standards as provided in the National Retail 
femetants Association, Retail Ae COU © Umea niia |. Based on 
an analysis of current literature common weaknesses and ways 
of improving the effectiveness of management reports. are 


described. Tints antormation is provided to not only make 


improvements in what information should be provided but also 


Ll 





Momeexplain how the information should be fimo nd ed. = £0 
encourage its use. The thesis reviews current retail opera- 
ting and financial reports provided by major companies 
meeem Che retailing industry to determine to what extent 


the retailing industry follows the Retail Accounting Manual. 


PeeeeretHOD OF RESEARCH 
at Pew eeOon tne wliterattre that was available from the 
following data bases was completed: 


i. Vemense mogistics Studies Information Exchange, U. S. 
manvebootsties Management Center, Fort Lee, Virginia. 


De. VeaewenseeeGseechntcal  imtormation Center and Defense 
Documentation Center, Defense Logistics Agency, 


Sameron station, Alexandria, Virginia. 


oe Lhe la weeocteraduate School Thesis, Technical 
Reports, and General Collections, Monterey, California 


Meee ALOG Information Retrieval Service, Lockheed Missle 
Wma vaecemooe ine ., Palo Alto, California. 


MeGters were sent to the top twenty retailers, in sales 
meme, as listed by Standard and Poors, November 1981 
Mmiemeron of Industry Surveys and to the Army and Air Force 
PPeeciianee Service in an attempt to obtain operating and 
[meremetal creports representative of the major retailers. 
Responses were received from nine of the retailers including 
Miemecmy and Air force Exchange Service. Of those nine, six 
metailers supplied various operating and financial 


meecountine reports. 
himeervy1lews NOGeneondtlcteue wlth Ewelve ececewervec eve: 


personnel at the Navy Resale and Services Support Office and 
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maeemeexecutive level personnel at the region and exchange 


ioe] , 


Pee fHESIS ORGANIZATION 

Mites first Chapter briefly introduced the magnitude of 
the Navy Exchange System and presented the impetus for the 
research. It also delineated the author's objectives and 
mesearch methodology. 

Saapeer lwo provides the reader with an introduction to 
retail accounting and the reports currently suggested by the 
Meamemonal Retail Merchants Association. tealso. “provides 
techniques to improve the effectiveness of management 
reports as well as common weaknesses of management reports. 

Mnepeer 8 Three provides a description and discussion of 
Mmetrating and financial reports used by the private and 
pete sector. 

Sitapter Pour provides a description and discussion of 


Siemating and financial reports used by the Navy Resale 


Syvstem. 

Penaily, Sin Chapter Five, the author makes comparisons 
meteween the National Retail Merchants Association, private, 
public, and Navy Resale System reports. Conclusions) and 


recommendations are then drawn based on the comparisons and 
Moe retail accounting standards provided in the Retail 


pecounting Manual. 
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ieee ACCOUNTING AND REPORTING 


meee LN TRODUCTION 

This chapter describes the various aspects of retail 
Becounting in accordance with today's generally accepted 
Mmeeeedures and norms. The topics covered are merchandise 
eeeogunting, expense accounting, Management reporting, and 
the improvement of management reports. The Merchandise 
Accounting section defines the various types of departments 
mumeretail stores and the computation of gross margin for 
these departments. The Expense Accounting section describes 
the recommended method of segregating expenses for expense 
momerol . The Management Reporting section provides the 


rationale for various management reports and suggested 


moet s fOr each type report. iene rsectton on improving 
Management reports, techniques for improving reports are 
described and some of the major weaknesses in current 


reports are delineated. 


Pee MERCHANDISE ACCOUNTING 
PeeLepartments Within Retail Stores 
As defined by the National Retail Merchants 
Association (NRMA) in their Retail Accounting Manual (RAM) 
departmentalized stores are organized in a _ series of 


departments "for the purpose of maximizing efficiency and 
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Meamerol in either selline merchandise or rendering serv- 


Hees .'' Departments differ in the nature of an item or 
Semeetce sold, the method of inventory valuation, and their 
relation to other departments. The NRMA has defined six 


principal types of departments as follows: 
a. Retail Inventory Departments 
Lobaininventory departments sell merchandise 
mempene public, using the retail inventory method of account- 
maemeeto determine departmental inventories at retail and at 
See and to compute [owned retail] gross margin." (Owned 
Meet e@ross Margin refers to the gross margin of depart- 
ments which are owned by the store versus the gross margin 
Of leased or licensed departments.) Basic merchandise such 
as hardware, fashion goods, linens, stationery, qvewelrny, 
notions, housewares, and luggage, as well as other typical 
department store merchandise are usually sold in retail 
inventory departments. 
b. Cost or Non-Retail Selling Departments 
Socmmmonnnon-retailuselhine departments, other-— 
wise known as service departments, carry inventory on hand 
Mmmeost only, versus cost and retail. Typical cost selling 
departments are beauty salons, flower shops, custom order 
departments, gift wrapping, repair departments, restaurants, 


and engraving. Inventory in these departments consists' of 
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Supplies mecessary to perform the service involved; not 
mimeshed goods for resale. 
ec onemac: Departments 

Contract departments sell merchandise at whole- 
pemeemorices to business and institutional purchasers such as 
Meee, restaurants, hospitals, and churches. The orders 
placed by these businesses are normally very large, there- 
Mmimeme prices charged are considerably lower than the normal 
Meeqol prices charged for the same items to a store's 
meeiwlar customers. Items normally sold in this manner are 
Miemeeure, linens and domestics, and china and glassware. 

d= teased or Licensed Departments 

Leased Departments are merchandise or service 
departments operated by independent companies under contract 
Smeelease. Usually these departments are highly specialized 
Mimeeaeure Or require a heavy investment in equipment which 
Dies, store does not desire to make. Examples of these 
departments might be shoe or shoe repair, auto repair, 
fmmarne, beauty salons, photo studios, pharmacies, and opti- 
eae shops. MMPeminn tor thew pemincsiton to operate such a 
department the independent firm pays a fixed percentage of 
Biieeesales to the lessor store. Normally, a leased depart- 
ment follows the store policies and procedures and is 
Migeeented to the patron as if it were just another part of 


mime store. 
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e. Workrooms 

Workrooms are departments that ordinarily deal 
Weenie alterations and repair of merchandise sold in retail 
departments. However, workrooms also set-up, assemble, and 
Gemishi merchandise before it is put on sale. Because there 
1S a similarity between workrooms and cost selling depart- 
Ments, guides were established by the NRMA as an aid _ to 
Meee m Classification. The NRMA euide states that: 

A department should be considered a merchandise 


memvaice workroom if: 


Mm its operations and income are SD steed lly nwo lv eid 
Mibenmer seg vices performed for the principal retail 
department(s); 

mee 6Uilts revenue [-PicCUMOMmMy sas an OLiset against the 
Po@eaconm omcost es and is not included in the principal 
Gbetail department's sales; 

feeene amount charged for services performed is suffi- 
Simro eenable the workroom to operate at or near the 
break-even point; and 


eet Neither manufactures an item nor, in effect, con- 
verts merchandise into a finished product. 


The more common types of workrooms are drapery, 
Engraving-glassware and stationery, furniture, men's. and 
Memes clothing alterations, and monogramming workrooms. 

f. Miscellaneous Revenue Operations 

Miscellaneous Feventicumoperations consist of 

MaebOusS Services which stores furnish at a nominal charge to 


Bactrons. some of these services are delivery and layaway 
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Mmarees, check cashing, money order sales, pay toilets, and 
mewees, [|Ref. 3: pp. V1 —- V4] 
Bepcomputation of Gross Margin 

The NRMA has suggested that the various departments’ 
gross margin be split into three major groups, Owned Retail 
Departments, Owned Cost Deparumentrs (ineluding Contract), 
and Leased and Licensed Departments instead of grouping them 
imeem one total amount. 

Pie eeneral, gross margin for owned departments ns 


ieeeved by subtracting from net sales the net cost of mer- 


Chandise sold, workroom loss or gain, and other costs of 
sales. The detailed method for computation of gross margin 
Memeeeowned retail and cost departments, as provided by the 


fee are described in Appendix A. 

Leased or licensed departments differ from an owned 
@emertement in that its merchandise does not, per se, have a 
Seeeetondgise Cost or a gross margin. Instead, reported gross 
Maregin for these departments is the net sales less the gross 


Sommission. Dre “RAM “states, 


Hor 2 ome temor — departticntal operating statements, 
leased department commissions are considered as part of 
BrOSs Margin. Mimere development ol srimancial statements, 


leased department sales and commissions are shown sepa- 
meeebyeirom owned departments. [Ref. 3: pp. V13-V15] 


GC. EXPENSE ACCOUNTING 
Expense accounting improves profitability through the 


BemeErol of operating expenses. This is done by accumulating 


18 





operating expenses into expense centers and then holding the 
center's management responsible for controlling expenses by 
Seimeatineg actual to budgeted and prior years' figures. 

The NRMA's Retail Accounting Manual (RAM) describes in 
detail how expenses should be recorded and reported. Ths 
eet on discusses the basic concepts of expense recording 
amgereporting. A detailed presentation of expense recording 


memprovided in APPENDIX B. 


mex pense Centers 


For the RAM to serve the needs of not only large 


store chains but also small, one man operations, 10 expense 
momar tes were created, with 44 expense centers and 22 
Subexpense centers. The smaller operations need only use 


miew!O expense summaries that follow: 
Oo Property and equipment 
100 Company management 
200 Accounting and management information 
pewOsCredit and accounts receivable 
400 Sales promotion 
300 Services and operations 
600 Personnel 
700 Merchandise 
eeeeseliing and supporting services 
POC Merchandising 
A company may use as many of the 44 expense centers 


as they.desire to provide needed expense breakdown. Some of 
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the largest companies may even find it preferable to add 
Mome expense centers. An example of the breakdown possible 
is shown below using expense center 800, selling and = sup- 
Pomeing services: 
peeeoelling and Supporting Services 

eo Selling Supervision 

BeeO Direct Selling 

830 Customer Services 

eu selling Support Services 

860 Central Wrapping and Packing 

880 Delivery 

If all the expense centers are not used, the NRMA 
has suggested the management expense centers ending with 
Meo be used to accumulate items of expense for unused 
expense centers. Using the expense summary above, a firm 
might want to use the expense center 820-Direct Selling and 
then accumulate all other expenses in expense center 810- 
Selling Supervision. 

An even more detailed breakdown can be made _ using 
Subexpense centers. tiemsc2O-Direceeaelline expense center 
@umeepe divided into the following subexpense centers: 

seo Virect Selling 
821 Retail Selling Departments Salespeople 
Sow titeer ror Decorators 


624 Cost Selling Departments Salespeople 
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826 Floor Cashiers and Wrappers 
S2aourorward Stock Maintenance 
mee Nattiral Divisions 
The RAM classifies 17 types of expenses which they 
Miemaity as Mmatural divisions besides accumulating the 
expenses by areas of activity. Some of the largest firms 
[eeedesire to add more natural divisions, however the 17 
meal divisions that follow should be sufficient for most 
firms: 
Gime Payroll 
O03 Media Costs 
O4 Taxes 
O06 Supplies 
OF Services purchased 
O08 Unclassified 
OO Travel 
10 Communications 
11 Pensions 
12 Insurance 
mee Depreciation 
14 Professional services 
mOebad debts 
metquipment rentals 
Pmeoutside maintenance and equipment service contracts 
20 Real property rentals 


Peo ue ates ande olltLside reventies 
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VUtREenwoOmtabiye tmree Lranster accounts are identified 

Moet ne KAM as an aid to transferring expenses between 
expense centers: 

O2 Allocated fringe benefits 

90 Expense transfers-in 

91 Expense transfers-out [Ref. 3: pp. II 1-III 5] 
mmemeeallocated fringe benefits transfer account (Acct # O02) 
MS used to redistribute actual expenses accumulated in 
Expense Center 660- Medical and Other Employee Services and 
Expense Center 6/70- Supplementary Benefits to all other 
Beepense centers having a natural payroll division. The 
TeMaining transfer accounts (Acct # 90 and 91) are needed 
meme tiect a transfer from one expense center to another in 
Memo to properly reflect the actual operating costs of the 
expense centers; Pic meniolicnMEGmOeEtbansterred out of an 
expense eclectic | ihe scomposite of several natural 
Beevaisions. 

3. Expense Comparisons 
Why is there a need for expense centers if all 

Mepemses are also tracked by matural division? The National 
meme! Merchants Association states, 

Because of the increasingly diversified manner in which 

stores are performing identical activities, comparisons by 

Heeiral divisions are becoming more meaningful as _ the 

valid basis for such comparison. This comes about princi- 

faely ss becatise with mechanization and the use of more 

sophisticated equipment, the number of people and _ the 


resulting payroll expense are reduced, while the amount of 
Zecamiehomeamad Equipment rental cost is increased. In 
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Mati emieatences, ss eoreater reliance on outside service 
Dureaus and service agencies are similarly replacing pay- 
roll and supply expense in the expense center concerned. 
Mmerefore, comparability by natural division diminishes, 
mmenouen comparability by expense center remains signifi- 
mame and valid. [Ref. 3: p. IJ-10] 


D. MANAGEMENT REPORTING 

This section describes management reports that are sug- 
gested as necessary by the National Retail Merchants 
Association (NRMA). Included are the various retail mer- 
mmmadiise departments reports, cost or non-retail operation 
departments reports, expense reports, branch store reports, 
amd top executive level reports. 

Meemerchandise Department Performance Statistics 

mamelecchandise Mepartment Statistics 
Merchandise department statistics are developed 

Sueeeowned retail inventoried merchandise as a means CO 
measure a department buyer's performance. Through the review 
of a merchandise department's total company performance and 
other direct expenses over which a buyer has control manage- 
Ment may evaluate a buyer's performance. 


The NRMA has stated, 


Departmental expense diSstemputcron LS a matter iL 
which considerable latitude must be allowed. Hard and fast 
meles Cannot be applied. Pieabictes Ub ithom or expenses CO 


selling departments poses problems on which many differing 
Views are held. 


In general there are two approaches to depart- 
Memeal expense accounting; the Net Profit Plan and _ the 


Contribution Plan. 





on rorit approach is a full cost approach 
fomeee requires the allocation of indirect expenses in addi- 
Peete tO direct expenses. The supporters of this method 
Mewemeve that it produces a profit figure that can be used to 
[eee tie Operations of the department and that it develops 
some degree of responsibility by the buyer for the depart- 
Memes profit performance. Liew ieee rOrltuapprodeh Nas Cer— 
tain disadvantages. its rE Nemoiyver Ss MOE IM a position 
Momeeeeve any affect on the expenses pro-rated to his or her 
femeariment. Second, it is difficult to develop a reasonable 
Peemeaningful basis for proration which usually leads to the 
use of sales as the proration base and the subsequent’ con- 
Peamment of the department's true performance picture. 
ied, the allocation of expenses can be both costly and 
meme —Cconsuming. cit eo MOSstemme pense control is the 
Beepenmcibility of operating and sales supporting activities, 
Meeeene selling department. 

the Contribution approach, on the other hand, 
accommodates both the measurement of department results and 
meeewation Of a buyer's performance without the disadvan- 
tages above. ItCmeone ra bitten approach is based on the 
concept that each selling department generates a gross mar- 
gin on its sales as well as related direct expenses. The 
difference between these direct expenses and the eross mar- 


meme produces the contribution. The RAM states, that 
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expenses used in figuring Soturipliiren are dziferent 
Gepewding On whether you are computing a selling locations 
meme ri bution or a Pod company = Collen DUELON. Res 
G@atterence is caused by the expansion from single store to 
multi-~store organizations. In the single store operation the 
department buyer is responsible for all departmental 
Peeemoes including those related to acquisition, distribu- 
meee promotion, and selling of merchandise. In the multi- 
peeme, Organizations the sales manager is responsible for 
selling location expenses while buyers are held responsible 
Memeeae quisition, distribution, and promotion of merchandise 
as well as other expenses that are performed on a central 
basis and cannot be associated with a single selling loca- 
meetee Expenses which cannot be associated with a single 
selling location cause the difference between the summation 
of meeeece!liimg location contributions and the total 
Sempany S contribution. 
Bb. Merchandise Department Performance Reports 

Merchandise department reporting differs for 
Peeeer—stoOre operations as compared to single store compa- 
Meaoeee since both tne selling location and central organiza- 
fmemeexpenses are accounted for separately. This results in 
mmeomieed for two merchandise department reports, one for the 
Eotal company and another for the selling locations. The 
NRMA suggested reports may be seen in Exhibits 2-l and 2-2. 


Though these are only suggested formats, the information 


2 





NOLLOAGIULNOD ANVdNOO TVLOL INANLYUVdad T-?2 LIdThxd 


yee 


eval eal 
JeaA 
se} 


JLVO-OlL-YVIA 


6h 


SIL 


povag 


£ Gg 99S A Jaydeyy 9as,. 


Aiojuaauj SOD Hay ¢ sad-g ulbseyy ssouy 
WIO}S plejaY aHesaay VO O/L 

ajPS SsOJN abesaay 

SUOIDPESUBI] SSOID 


SIIES JAN O} %-uONNqUjUOD JuaWwpeEdag 


SIJES JAN O} %-Durlsiaapy 199g JaUIO 
SAPS JAN 0} %-sadedsman JAN 

Sajesg 1eN 0} %-JAres) 

SITES VN 0} %-H/d IPIV9jD 

SIIES JAN Ol %-H/d 1,88¥ 9 JOW “Idag 


SajeS JAN 0} y%-uIBeW SsoIn 


S9IPS IPN 0} %-SalBS JO 1SOD JayIO 
SIJES JON O} %-}SOD WOOIMIOM 
SISPYDING JSO4D O} %-JUNODSIG aseyong 
SAjJES IAN O} %- ate HOS 

SIJES JAN 0} O4-SUMOPYIEY 

SIJES ION 0} % 5-180) asipueydayy 


JEdA JSC} ASBAIDU] %-SIjES JAN 


SAIES SSOID O} %-SUINaY 
SajeS ssoJn 


tel a4 
se} Siu} 
QOlv3d 


juawyedag 
NOILNGIYLNOSD ANVdWODS IWLOL LNAWLHVd30 


26 





Page One 


DEPARTMENT CONTRIBUTION BY SELLING LOCATION 
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EXHIBIT 2-2 DEPARTMENT CONTRIBUTION BY SELLING LOCATION 
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Omeevided is considered the minimum necessary fou proper 
peomuation of a departments gross margin performance. 

MP roducine) a tetabecompany Contribution figure 
B@emwvepartment Total Company Contribution report, Exhibit 2- 
li Mees only direct expense items which are easily 
Sueega@able and relatively meaningful on a total company 
basis: merchandising and buying costs, and advertising media 
costs. VevemeeecOosts. such “as merchandise distribution 
mepemse, can be added to the report if a company feels the 
added costs of computations are worthwhile and necessary in 
measuring company and buyer performance. Pie mines e (expenses 
femeoeated to a department, the closer the report approaches 
mmemmet profit or full cost approach. 

UtmooMmainement CONLEMDUETOn by Selling Location 
report, Bxhibat 2-2, uses direct selling expenses that are 
Memeemed to a selling location such as selling payroll and 
wip lies. in addition there are other valuable departmental 
See@tistics which can be used in evaluating a department's 
performance my sce Wiine Location. Two of these, sales per 
fare foot and gross margin dollars per square foot are 


Pieruaeon Exhibit 2-2. |Ref. 3: pp. VII 1-3] 





2. Cost or Non-Retail Operation Reports 


neuen pGeNious section the discussion covered 
merchandise departments that are controlled by the retail 


inventory method. Departments that are normally considered 





mest, or non-retail departments are not suited to the use of 
PitemGetail inventory method, since they do not have invento- 
Pres Or purchases at retail and are not concerned with 
Mewerons (markon is the increase in price between cost and 
meee used to cover direct expenses, overhead, and generate 
a profit) as an element of recordkeeping. In addition these 
@epartments usually do not have problems of markdowns 
(markdown is the reduction of a retail price to enhance 
movement of an item) and shortages as separate elements in 
BgemoctCrMination of gross margin. Though the derivation of 
Seem ot sales for the various cost departments is similar 
an principle to retail departments, the elements of cost are 
usually very different. 

For the above reasons, and because it would not be 
[mee priate to allocate expenses such as buying and mer- 
chandise management, separate operating statements should be 
feared for cost or non-réetail operations which are inde- 
Momeent Of any other department. [Ref. 3: p. VI-1] However, 
the NRMA has stated that, sales of cost selling departments 
should be included in total store sales. The NRMA suggests 
Mmmemeuse Of Exhibit 2-3 for any of the cost departments or 
Peeerooms normally operated in conjunction with retail 
meres. A detailed explanation of the items in the operating 


statement can be seen in Appendix C. 
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Beoummartes of Expense Data 
ieemeavemiume “objective of improved profitability 
femeciated in the expense accounting section of this chapter, 
Management must be provided with reports concerning expenses 
Mmmene monthly Financial statements. These reports can then 
De used for comparison against the company's budget and to 


expense percentages provided by the NRMA for retailers 


Peferar in size, merchandise composition or geographic 
me@mron of the country. Vim ketene waccountane. Manual 


fowedes six different expense reports which are described 


below. 

The first expense report shown in the RAM displays 
expenses by expense summary as compared to the current 
budget and to last year's performance, and shows variances 
meee the budget. MiOMMesnarom showin botn Lor the = current 
month and season-to-date. The report as presented in Exhibit 
2-4A shows onlv the 10 expense summaries. However, companies 
that use expense and subexpense centers may wish to display 
@mem as in Exhibit 2-4B. 

The second expense report shown is a statement of 
Meeting expenses by natural division. This report is 
Peieerar in format to the first report and is presented in 
Penibit 2-5. 

Piowutidm—expemse Leport Is displayed in Exhibit 2-6 
meets a Leport for individual expense centers. ine fLormaet 


Mere this report provides for variances from budgeted 
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expenses and may be made for a single selling location or 
meerecated for the firm as a whole. 

The fourth expense report deals with expense center 
Preeauctivity admeers Shown in Exhibit —“-2=7 , Piass report 
@eals not only with expenses by natural division for an 


Beapemce Center, but also with production measurement in the 


form of productive hours consumed, average hourly production 
feeeerates, relative work loads, total dollars expended, and 
Memers tactors entering into the analysis of an expense 
@emmer. However, it must be understood that not all expense 
Centers can use productivity measurement techniques. For 
Beeempee it would be difficult to establish a productivity 
measurement for the Property and Equipment, the Company 
Management , and the Sales Promotion expense centers, since 
[eeomld be difficult to define a transaction in relation to 
these expense centers. However, it is easy to define trans- 
actions in the Accounting and Management Information (bills 
Meer Credit and Accounts Receivable (accounts collected), 
and Personnel Expense Centers (personnel hired or trained). 
The fifth expense report is used to establish a 
M@ibexible budget for an expense center and is illustrated in 
Meni bit 2-8. As stated in the RAM, Nite Wiiteeeused to 
Measure the level of activity should be one which reflects 
the work load of the expense center and which may _ be 


measured relatively easily." The RAM goes on to stress the 
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eiportance of agreement on the budgeted level of productiv- 
Meat Cach activity level between the individual setting 
the budgeted amounts and the supervisor who must work within 
those budgets. 

The final expense report provided by the RAM, a 
Meee! and production summary, is depicted in Exhibit 2-9. 
Payroll is normally the largest natural division expense in 
every expense center and, therefore, deserves the extra 
Semerol. UiMmshe pore delves fUrtmer into the area of pay- 
mpemeenan the expense center productivity report by dividing 
Sueeeepayroll into smaller periods of time, by de taneare ana 
Pemene d requirements for executive, regular, and overtime 
Meeeeelt and by giving statistics in the area of average wage 
rates. 

Besides the reports discussed above the RAM contends 
Peete it is feasible to develop a supplemental system of 
Seeepelonm reports which will direct top management's atten 
mom, Girectly to problem areas. AS an example, a report 
moeedes be produced that lists those expense accounts that 
Mmenbudset variances exceeding a certain percentage. [Ref. 
Seep YiiT 1-13] This could be problematic if the reports 
are used as a means for evaluating a managers performance 
Meets 4: pp. 109-113). If a manager's evaluation is based 
strictly on his department's performance in regard to the 
eet term budget, he will tend to make sure his figures 


look good in relation to the short term budget regardless of 
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miemarfrect on long term profitability of the company. The 
femaeer could do this either by manipulation of the records 
buy making less cost effective decisions, such as putting 
Off needed repairs until money is available in the budget. 


Seo: pp. 109-113] 


se beanan otore Reporting 


With the advent of multi-store operations many new 
Meombems in retail accounting have become apparent when 
Meeempeing to evaluate the profitability of each store. The 
Mmm@emer charging of expenses is of major concern. Jig elaine 
@eea it has become common to charge expenses directly incur- 
mageeeby a Location to that location while all other expenses 
ase meeonded initially as a central organization expense. 
The central organization expenses are then assigned or allo- 
@meed to profit centers. 

A sample branch store report can be seen in Exhibit 
Meme ihis report may be changed or altered slightly depend- 
ing on management's information needs. However, it should 
Bone the store's operating results for each month and year- 
to-date. Besides those columns shown, many companies add a 
Memmima to show variances from the budget and last year. 
Though comparisons to budget are usually considered realis- 
tic and essential to the measurement of current performance 
mitewsame Cannot be said for comparisons to last year. Allen 


H. Seed III, in his article "Improving the Effectiveness of 
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Management Reports" [Ref. 56 p. Coleen Gourse 
Meeerello, in his book Retail Accounting and Financial 
mumemol (ket. 6: p. 323], object to comparisons made to last 
eet. Fach state that a comparison to previous’ years is 
imeoeime backward at times that may have been either excep- 
Emonaily good or bad and is not consistent with the philoso- 
phy of management by objectives. 


De Peecutiave Level Nis WO )e est solfe 


Mimmeiie ns Drevilols sections the discussion has been 


concerned mainly Vip epomes |) beeelved ipy operating 
Managers. This section discusses senior executive level 
Mea@eeane. As background to this discussion, the need for 
planning on a seasonal; annual, and long-term basis is 


emphasized. 


were catnane and Budgeting 
Long-term goals, looking ahead three to five 
Mewes or More, should reflect where the firm is, where it 
[mes to go (its objectives), and what resources, including 
fimds , Meecomiceded | FO achieve the objectives. Seasonal and 


meme plans must, in-turn, reflect the intent of the firm's 
mome-range objectives. 

MEDate  obDIective for each firm is the protit 
mapective, Depending on the organization, this objective may 
Memecimply to cover their cost of operation, Such esas for 
nonprofit organizations similar to Goodwill Industries, or 


Memmake a profit which can be shared by the stockholders of 
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Miemcompany. lo obtain this objective company-wide profit 
plans must be established reflecting management's expecta- 
megmemtor sales, gross margin, operating expenses, and other 
imecome . From this company-wide profit plan detailed opera- 
Bememe budgets must be prepared for each responsible location 


Miemier it be a profit or expense center. Once the detailed 


plans are established and agreement reached between senior 
management and the levels of operating management (i.e., 
buyers, merchandise managers, and store managers), each 
member of the management team then has a financial plan 
meme he or she is expected to follow. With the concept of 
Management by objectives and the above planning functions 
meee ved as an integral part of a firm's method of opera- 
tion, reports can be developed to provide top management 
[meme the feedback necessary to perform their management 
Mmfeponsibilities. [Ref. 3: pp. X1-2] 
Deeouezested Reportine Formats 

The NRMA has suggested three reports for senior 
Peeemtive ievel management though they stress that these 
reports represent only one of several alternatives and that 


Miemspecific réports used will depend on Management's speci- 


Meee meeds and desires. The reports consist of a total 
company balance sheet, a condensed income statement, and a 
total company income and expense statement. The following 


Besimptions apply to each of the suggested reports: 
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f/m lhe firm has several selling locations. 
Eee iiie firm accounts for inventory investment by depart- 
PeamesmcoOmrEnat eross merchandise margin can be deter- 


iemed by department and by location. 


Mele’ titm develops a written profit plan for each 
fiscal period. 


4. The Dit Pseoresanized so that individual store mana- 
gers have responsibility for the direct and assignable 
Operating expenses of the store. 

peep ine firm uses the expense center summaries, expense 
centers, and sub-expense centers as outlined in this 
manual, providing sufficient expense center breakdowns 
to reflect executive responsibilities. 

Seine firm uses flexible expense budgets. 

Gipe lotal Company Balance Sheet. This report, as 
shown in Exhibit 2-11, presents a summary of data with only 
omer acant pieces of information or key figures that the 
NRMA has considered to be necesSary to management’ needs. 
iim intoOrmation is compared with a plan and is shown in 
trend format so that management can more easily spot prob- 
Pifewerimally all dollar amounts are rounded to the nearest 
thousand dollars for easier reading with no degradation of 
meport quality. 

CB) Condensed Income Statement. The report 
emo in Exhibit 2-12 presents a conventional company-wide 
Sperating report prepared for management. fre as an accumu— 


Mrryon of individual-selling- location income statements for 


Mi@encurrent month and for the year-to-date. 
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(3) Total Company Income and Expense Statement. 
feemapit 2-13 illustrates several concepts of sound manage- 
Memreereporting. First, only significant elements of informa- 
tion are presented to management BOG “ass QU LCK , overall 
picture of the operating results. Second, all amounts are 
Meecemted in trend format, as well as showing season-to-date 
and year-to-date. Third, all amounts are compared to the 
Meorit plan with variations to plan being highlighted. 
Meer, Return on Sales, Assets, and Equity are highlighted. 
memeily, the five reasons for planned profits differing from 


a@tual profits are highlighted. The reasons for differences 


are: 
maeomume Variance ((Actual Net Sales - Planned Net 
Sales) X Planned Gross Margin Rate) 
2. Rate Paeranee (Actual €."., = Planned G.M. Rate) X 


Perual Net Sales) 

3. Operating Expense Budget Adjustment (Total operating 
Pamemse per protit plan minus total budgeted operating 
expense based on activity levels.) 

4. Operating Expense Spending Variance (Total budgeted 
operating expense based on actual activity levels 
Minus total actual operating expense. ) 

sees Other Income Variance (Variation between actual 
net other income and planned net other income.) [Ref. 
Sepp. Xo-7 } 

Peer FECTIVE FINANCIAL MANAGEMENT REPORTS 
As discussed in the introduction of this thesis’. the 


following section will describe techniques for improving the 


effectiveness of management account 1 ne reports and 
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weaknesses which should be avoided in management accounting 


meports: 





1. Improving the Effectiveness of Management Reports 
Polen Ad. oeed IIit, iio maere le Inproving the 
Effectiveness of Management Reports", presented the follow- 
[memecategories and techniques to improve the effectiveness 
of management reports: 


wee kepore Content 


ATA 
= 


is Attention should be focused on key control- 
maole items on which the concerned executive can affect 


change. 


Sic 


AGtual results should be compared with plan, 
meet or standard to evaluate information in BeOVArLOta eo 
objectives. 

Seon Mt Veanti se GAttOsmanman unit costs should ‘bie 
meeided on reports so that quantitative results may be 
Metated to activity levels. 

x Trends should be emphasized for planning 
mirposes in order that unfavorable trends may pe comtero i led 
Meco that benefit may be gained from favorable trends. 

% Non-accounting information should be shown 


Pmeeeaccounting reports so that the reports will contain the 


meole picture. 
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Deeetimine “of Reports 
cs The frequency of reports should be related 
EO the frequency of action that can be taken based on those 
Mme pores. 
* The reports should be distributed imme- 
@pately after the close of the period reported in order that 
woeron may be taken to correct problems encountered. 
Sees eccapient of Report 
* "Limit the distribution of reports Eo 
Memsons Who actually act on the information contained in the 
meposts, not only to reduce cost of preparation, but, most 


iiemoertantly, to use more effectively the time of the recip- 


Memes.  ([|Ref. 5: p. 67] 


Se 


‘= 
é 


Higher levels of management should receive 
Sieve SuUMMarized or interpreted results so that attention 
Pie be focused on results obtained. 

mee Eresentation 
Reports must be kept simple in order that 


eye information is not buried by excess information. 


Ss 


< Le Ot enrounats sieulkd be established for 
feemeereports so that it is easy for an executive to follow 
meom One report to another. 

* Colwunino som numerical data should be broken 
Mm—ereobhacine captions in the middle of the report. 


Vid-emer: y Sach report with the mame of the 


mcividial responsible and accountable for the results 
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mae thereby personalizing the report and causing it to 
Mmieeye more attention.’ [Ref. 5: p. 67] 


MoOVememoten Tt tcant tieures only, |kKef. 93: 
pp. 66-67] 
2. Common Weaknesses of Management Reports 
miki eacrtacle.  Dvnamie Accounting for Effective 
Management’ (Ref. 7: pp. 11-12], Hugh G. Luke presents five 
common weaknesses that should be avoided when preparing 
iieresement accounting reports. 


The first and most common weakness is the presenta- 


tion of too much information -- not only too many conflict- 
[tenes overlapping or unnecessary reports, but also a large 
poemmie of useless information in valuable reports, such as 
too many columns or too fine a breakdown. The personnel 


Meponsible for preparing the report are not alway come o 
Pewee. Since all too often it is the executive receiving the 
Mmapere that requests such detail. IiMewekccULive then nas a 
tendency to either become enslaved by the mass of informa- 
Mmmone or he igenores it altogether. 

The second weakness is the omission of important 
information, which is caused primarily by the short sighted 
Delief that only information provided by the accounting 
system belongs on a management report. There are areas Ont 
Bemtormance, stich as in distribution and personnel, where 


results may be better measured using a medium other than 


mebtlars, 


Dy 





Tieiiiewvearkness is a lack of integration in the 
reporting system. As businesses expand more, and more infor- 
Pieemem is requested by various departments and is  subse- 
quently provided without a reasoned determination that the 
fmeeermation is really needed by the department or company as 
a whole. Another way of introducing a lack of integration is 
Beaten the institution of reports aimed at correcting a 
mempotrary problem and then continuing the reports once the 
problem is solved. 

iiestourth weakness in reports is a lack of clarity. 
This weakness may be reflected in content or form or both. 
Meemereport must satisfy the real interests and needs of 
Management while maintaining the use of proper accounting 
principles and methods. 

ite weakiiess is failure to distinguish between 
m@emecinds Of information for planning and the kinds needed 
moe control. For example, the sales information needed for 
planning departmental purchases does not have to be broken 
down by each location, however, MOn wiv eomeor vy. Control 
purposes, Sales by Oca e loro ts normal ly considered 


necessary. 





) 


eee ORMALEON PROVIDED IN GENERAL PRACTICE 


ee NTRODUCTION 

[iMeeos chapter is intended to examine retail financial 
statements used by major companies in the private sector and 
M@emeearmy and Air Force Exchange Service (AAFES) in the 
Mmme@es sector. This chapter is divided into five sections: 
retail merchandise reports, non-retail merchandise reports, 
expense reports, branch store reports, and executive level 
memorts. Exhibit 3-l. provides a synopsis of what’ type 


Mepoerts were provide by each of the major companies and 


ParES . 


Peek el ALL MERCHANDISE REPORTS 

The May Department Stores Company, J. C. Penny Company, 
and the Army and Air Force Exchange Service provided the 
Mmerarl merchandise reports shown in Exhibits 3-2, 3-3, and 
3-4, ieonmeateedet Gheport 1s different, there are some simi- 
Meerties among the reports. Each report provides an initial 
markon percentage, a month-to-date dollar sales amount, a 
markdown dollar amount, anda month-to-date dollar gross 
Meeemt amount for each department. TJIwo of the three reports 
provide a sales percentage to total sales, a gross. profit 
percentage to sales, a dollar inventory shortage Pigeon aes Ome, 


a weeks of stock figure, an inventory turnover figure, and a 


a), 





ompanies | JCPenny | Woolworth | May ] Carter|AAFES| Name 
Hawley Withheld 
Hale 


meta i | 
Merchandise 


Executive 


Nom—retail 
Merchandise 





op ie o—l) REPORTS RECEIVED FROM RETAILERS 
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Serrent inventory dollar amount for each department. The 
following items were unique to one report and were provided 
for each department: 

imeeeebollar receipts season-to-date 

Peeeevollar markdowns last year 


pee ercentage change in markdowns this” year versus 
last year 


ae Markdown usage ranking this year and last year 
meeonortage provision to sales percentage 

6. Average dollar inventory year-to-date 

Mec Gss) Margin return on investment percentage 
Sweet trior years sales actual 

9. Current year plan sales 

10. Percentage over or under prior years sales 


mmmmeiast years dollar gross profit and percentage to 
Sales 


12. Percentage increase or decrease in gross profit 


MemeeeGross profit per square foot this year and last year 
Pee vollar inventory over or under plan 
Meee Sales per square foot 


Miemereport provides a total of all departments for each of 


mae above items. 


meercosl OR NON-RETATL MERCHANDISE REPORTS 
The Army and Air Force Exchange Service provided the 
comparative cost or non-retail merchandise report shown in 


Benibit 3-5. The report is segmented into sales, cost of 
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Meeeteeoross profit, direct personnel costs, direct other 


expense, direct operating results, and statistical data. 
For each of these segments, except the statistical data 
Seemenmt, a dollar amount and a percentage to sales are 


Peace ror the current month and year-to-date. The direct 
meeeromne! cost segment is divided into personnel dollars 
meme personnel dollars transferred to other departments. 
The direct other expense segment is also further divided 
mmmome each of the various expense accounts used by the local 
feee> exchange. Uiemotctiwiseteadiamdatcdeciven. sincliudes thie 
average number of employees, productivity, and average wage 
cost for the current month and year-to-date as well as the 


end-of-month inventory. 


tee APENSE REPORTS 


Expense reports from the May Department Stores Company, 
meee Cc. Penny Company, and the Army and Air Force Exchange 
Meeeerce Will be described in detail in the following ' sec- 
Meoms. Besides the reports described below, two expense 
reports were received from a company with sales listed in 
Mie top twenty general merchandisers, desiring that their 
MmepOrts remain confidential. However it should be noted 
that one report listed expenses by expense center and_ the 
Other listed expenses by natural division within expense 


Memcers. 
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i. May Department Stores Company 


tiemiayeWepariment Stores Company report, Exhibit 3- 
[amis a comparative statement of operating expenses by 
epemse center and subcenter and is provided on a single 8 
Meee tl inch page. Figures are provided for actual dollar 
Meepemces, actual expenses as a percentage of sales, and a 
ranking between Helter wlavye Department Stores Company 
Peeemenes. Figures are also provided for the difference, 
[M'imeernor worse, than plan and last year in dollars and as a 
Pemecntage to sales. Finally, a column gives the percentage 
mimes in expense dollars, actual versus last year. The 
ferme listed figures are provided for the current month and 
year-to-date. 

eee ©. Penny Company 

itm. ©. Penny Company report, Exhibit 3-7, does 
Mameexactly fit a type of report listed in Chapter i 
however it can be loosely described as a comparative state- 
ment of operating expenses by natural division within 
Beeeense centers. MeGUrreME MOMEN amd year-to-date dollar 
meme is provided for this year, last year, and the difter- 
ence between this year and last year for each account used 
M—@menewactivity. Separate reports, which are several pages 
MmipeeeTigth, are provided for each department. 


oF Sauer, Force Kxehange Semvaee 











ive Maivemeand wAir Force Exchange Service report, 


Meni bit 39-8, is interpreted to be a statement of operating 
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expenses by natural division within a department. In com- 
Pemeeoon to the J. C. Penny Company report, which gives a de- 
Batted breakdown of expenses, the AAFES report aggregates 
meets expenses under a few natural division or account 
headings which allows the presentation of all departments on 
moms S 1/2 inch page. Columns containing dollars and a 
Pemeeemtagce to sales for the current period and year-to-date 
ames provided for each department as well as a column for a 


last year year-to-date percentage of sales. 


ieee kANCH STORE REPORTS 

Mime). CC. Penny Company, F.W. Woolworth Company, and 
Mmemeerrmy and Air Force Exchange Service provided the Branch 
Segm@emere ports shown in Exhibits 3-9, 3-10, 3-11, 3-12, and 
3-13. Besides these reports the expense reports in _ the 
Pieeeemous Section are provided to the branch stores by Jj. C. 
Penny Company and AAFES. 

mes. C. Penny Company 

MicmJemE car enny Gompany report, Exhibit 3-9, con- 

ies of two li X 8 1/2 inch pages. tiestirst pacewis afi 
operating statement and the second page is an analysis of 
Meemating profit and an operating summary by periods. 


The Operating Statement is divided into segments for 


sales, G7 olemeeees moO TOSG protit, operating expenses, and 
Seiler expenses. Actual dollar amounts, actual percentage 
this year, plan percentage, and actual percentage last year 
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EXHIBIT 3-12 INCOME AND EXPENSE OPERATING STATEMENT 





=e we ei le le 















= Te Ae B vase hE 

RUGSHE AE etek rece 
a fieg ged bee a) (TEER 
iZ SaREERAICAMGE TOUT a 6 
SLT RAG TR 
serge Posenssgas 
ee ee 
2 cea tt corti CCPL 
ee LAL PLE 

iii 





=a wu 

i it I 
Oseneae 
JG560 eM 


Ot $C fr T1Om 


head 


a8 


| ERATE ERATE ert 


a UT titi ETT i 
PCC a rreLELT eat F 


Ba TLL EL Benes |e) SBREE BLT 
IIE) er al UUCUUGIEEOD 
2 RL Bl eeeeeee) | ReBSSSE] [BILE 
VER Perse CECE 
Dstt et 


——— 
pepepristat 14 


AUPE Meet TLL 





sy ime ma wee Hm eae me Fs HB HB He Dm ww Ff 








5 
5 
lef | 
ih 
a 
B id 









Or 


aGe maumar i OF eee 





ain 
we 190 
Cuma NT PPO 
tw 
t | 
se om 
q aT 1 - a ah aie 4 z = 


COmPrUTED avtt 
6 


BC reared MEvICE 


LYSIS ANO SIATISIICS STATEMENT 
past t 





Cig) tener gra rege 





wWmt 4D a@ Ome ¢ 


EXHIBIT 3-13 ANALYSTS AND] STAEESTIICS SUA TEMENT 





EZNANALVLS SOILSTILVIS GNV SISAIVNV C(-t LIPLTHXd 





















































Soft 8 9 0 € vdoyse WJ In tho in Matt = revs win) shoe Bs ev the @ te oom @ads vena + 
| ra 
om. 
| 
| oe 
i | 
‘ CRBOINDAM IVIOL eae = i ee 00 001] % - { 
: 7} NE hd Leek taka) axon wnorr ] See 0100.50) Gs Ge GO ; 
’ ux xX = 
' ale ae ae mel 
: eae <a » | 
fatal StS (LI 9 OF Spl LES os 
; $ PS | 639083 « 
| Pee Pie [ Sisle 2 RB EEHle ¢ 
3 
iq a 
¢ 
a 
Crees] 
ee fl wvaa sv) Livo Ol aves a 
e: ae BivdOirvyay # 
v: Ea! BYALA ISW) minOw pmdnend| & 
Py a mio steed] 
: $ANOM EVIE 40 1N9DO06 OY $BNOW DAYDI 1 40 arewon = rou] % 
5 ) bn: WVVIA ASV) div Op evga! Se 
; ale ef | oe Ree St fear ta on 
u is i; a ee aes | ft] _ BV as a8¥)_ manor ynasena! OC 
z al Ud poe pail tt FvE tei wamow itedaen >] tt 
i 2D BP AaDS * ae Wve a 
° €aNOw vvINDIy 10 1N}D 826 ONY SEO IwiedAD 40 BTOWAN CmOud7S] as 
° “O pagan cinie MME ey Eco. "48 ¥E°S weep UT 
10 neg0 1h slags 09S2 e6it 2052 WENT _[ tvson os PBOPASS | PHBE ALPE ul 
HOO WOOO FOS2 SeBE P33 P| ee abéo Bate i2edl «| 
: hoo isi 0 £862 S£20 189 5k Saas 4, HS ELE 6L909t _ = 
s hOO W600 O6E2 Ong ano 68 | 9007 6} EL id 12$Sd i 
hon pee Goal plot BOS! Bol |_| wie 3 hOb nebnal_ [$so2se92 1 | © 
IMOD | cv rtends IWOD | orders | Ded | Grdwd HO §$9 NO) sued] 
, ~ewaa Sig “Tevbaasvl | ewe ae avout! f 
__ 3150) Ov IeHaAO WiOre Sm veled 1) )000 fers 
: ¥ovO O1 avda SCOTS HY OMe. ~ Wwid1 10% ‘% fee} ‘“ h i 
7 O10 GOED BHO UOT BEST EIT FOES W960 | — ior beSEASH TBE IPSLT | hel | 
‘ 10 $20 100 DEON FOE ane ODE PIE | OMwanan” iP 1 B29 p = ! 
16 YS ace nee dds. EP ozo SPAMS +6251 [0 | ' 
10 1A (10 pee 212 ott iB a00i ere 14 Beet? = 
16 yO" D0 2500 1 PSBO }  hvaae lOpHIE TOMBE T | l ‘ 


INU) foe Pde wiOu OLLT Pa OP) adiatd 


ee ee eee 





soit a ao aoe Ue ee 











Lal af 


t diens mod sae Oo? edie’ ee ~O? addin 











‘ 
| 
~ 
Gouda vane ! 2 


Saag S000 555 san 2 )!): ee 
| . role, 
dad bed IIS Es) ial (ee ee tele, nee oie on] ON, wen ponve sed! Or 


== =-- — res 


; erbessve avin Sony avda isvi Ov ba Sing uv} aS¥l avoa Sig . evaa svi ae _ Wa sy ay 

Re ‘SONINAY DLN ; $180) Ov Me IAO , sed ON VAIO 39080 ALIAILDY ‘ Ms OOrw dd 1NdeND : 
OOm ia a bwwad 

6 a So ee —— NAOONV INE SAS 1 MO DIN 1 

Sdl¥S WO SPDVIN DI Wde S¥ SarNS te nm veddO £ NOUN & ‘ 





INJwAIVIS SDuSiVES vy SISA UNV 


Pere dd PO eH Ded De 3. ee twee 


— wm ase; 











85 








Meemeiven £or the current period and year-to-date. The sales 


segment is further divided into merchandise, catalog desk, 
Memyrces, restaurant, and licensed department sales. The 
credit sales segment consists of memo entries for ee OP 
Pee credit card sales and bank credit card sales. The 


gross profit segment gives breakdowns on various types of 
markdowns, shrinkage, beginning inventory, purchases at 
meets, Special markup adjustments, gross margin, merchan- 
Mmemme charge, freight, and ending inventory at retail and 
Gost. The operating expense segment is subdivided into 
meeettes, payroll taxes, advertising and display, general 
expense, and interest. The other expense segment is divided 
[Meeemerent, plant and equipment, taxes, district and le gaena) 
Bemyrces, and corporate services. 
The Analysis of Operating Profit gives a summary of 
SMieees gross profit, salaries, operating expenses, and 
Miemeating profit or loss for each of the following areas: 
jee Merchandise departments 
Meee Catalog desk 
3. Customer services departments 
4, Restaurant 
9. Licensed departments 
6. Pre-opening / regional projects 
The Operating Summary by Periods gives a summary of 


sales, [ROwemmorttNOon Loss, retail Doom NVvemreory, average 
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meemeeon hand, fixture and equipment additions, and gross 
return on merchandise investment for each period of the year 
that is completed. 
2. F. W. Woolworth Company 
The F. W. Woolworth Company's operating Sstate- 

foie xhibit 3-10, is made up of two 11 X 8 1/2 inch pages. 
Mmemepeperating statement is divided into the following 
segments: 

mueelotal Sales Including License 

Meee l.otal salary 

3. Net Rent 

Meee iotal Prorate 

meee lotal Advertising 

eeeeecredit Expense 

fee total Electric 

Eee vrap supplies 

pee, otal Repairs 

moe Lotal Maintenance 

mee lLotal Community 

ieee oecurity 

Mem lotal Display Material 

Petotal oupplies 

ieee Lotal Services Purchased 

Home total Miscellaneous 

Iwe total Opening Expense 


ro. . Total Crher 


om 





mee lotal Sundry 

eee total Store Expense 

Pmeeestimate Store Profit 
Most of these segments are further subdivided giving even 
more detail. For example Sales is divided into merchandise 
Sales, department 1340 sales (food service department), and 
Mmeeemsee sales. Besides regular entries several memo 


entries concerning hours worked, salary, and department 1340 


expenses are provided. Actual dollar amounts and 
percentages to sales for this year (abbreviated on F. W. 
Woolworth statements as C/S), percentage increase between 


Mie year and last year (abbreviated on statements as C/S 
jmer., ), and Pec ean, seacemal dollar increase over last 
year's are given for the current period and year-to-date. 
Memo amounts are also given for various types of supply 
Mimentories and inventory increases. 


a, NmMmemanad es Air Force Exchange Service 
a ny See ee ee oe —————————EeE—EeE———EEe 








Tice ri ven andentr Force: Exchange Service has four 


ieee Dranch store operating reports. tiemumanen Operat ins 


memeement Exhibit 3-11, the Income and Expense Operating 





Bieetement Exhibit 3-12, and the Analysis Anda oLALLSL Les 








emeeacement Exhibit 3-13. iitembnanmen Operating Statement is 


meervmded for the retail, food, services, and vending depart- 
ments. The food service version of the Branch Operating 


Statement was discussed in the cost or non-retail department 
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Peremeron Of this chapter. PecaicomOom ata similarity £o the 
Beer and Other branch statements further discussion is not 
necessary. 

pres neome and Expense Operating Statement is a one 
Mrsomecomparative report prepared on 11 X 8 1/2 inch paper. 


memes Split into five sections. The first four sections 


Mie the retail, food, services, and vending department's 
Sales per capita, tees EO cemurollit. direct personnel 
Meptecee direct other expenses, depreciation, and direct ope- 


mare profit. The final section summarizes the four  sec- 
meee above and details the general and administrative, 
depot and warehouse, exchange region, and headquarters per- 
ommel costs and other expenses, concession income, other 
mmcome, and average military strength. Dollar amounts and 
Me@eemtacses to sales are provided for actual this year, last 
fear, and plan as well as a percentage variance from plan 
mm@eebast year for the current period and year-to-date. 
Beonamalysis and Statistics Statement 1S a two page, 
Mmpmmepark report prepared on ll X 8 1/2 inch paper. Each 
Mmeeeteis split into five sections as delineated below: 


a. Part one, section one gives the following employee 
SimaehSt ics: 


1. Computed average number of employees 
Peo ree per employee (productivity ) 
3. Average wage cost per employee 
tweet art « One, section two is an analysis of gross 


fala@ fete 


eo 





Meer art one, section three fwaeanabysicm or Other 


income . 

femeeeatt one, section four iS a personnel cost variation 
Beport. 

Seer art one, section five is a pecan tila tion ~ of 


expenses. 


ae Part two, section one is a direct versus concession 
sales breakdown. 


feet to)6ULWwO,©6©6CcSection § 6 two gives operating results as a 
percentage of sales. 


fie Earet two, Section three gives the number of overtime 
hours and the related percentage to regular hours. 


ime rart BVO cCCeHORM~eLOUrmmoOlves Ehe number of Sick 
meeve hours and the related percentage to regular 
hours. 


lume art two, section five gives inventory statistics. 


fee OULT VE LEVEL REPORTS 


Meecctitive level reports vary in style. im this area 
/emerts were received from J. C. Penny Company, F. WwW. 
meeeworth Company, May Department Stores Company, Carter 
Hawley Hale Stores, Lic een wMEnvemo Air Loree Exchange 


mervice. 


ies GC. Penny Company 





iter CC. Penny Company furnished two reports, the 
Sameer benny Stores, Exhibit 3-14, and the J. C. Penny Stores 
Blemabine Statistics, Exhibit 3-15, which it provides to 


executive level management. 


fico etiny otores report is a condensed income 
aeeeement similar to that shown in chapter Il. he eo Tay: 
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SALES 
~ MERCHANDISE 
CATALOG DESKS 
SERVICES, RESTAURANTS, LICENSED DEPTS. 


TOTAL SALES (1.660 vs. 1.678) 


% BETTER (WORSE) LAST YEAR 
COMPARATIVE STORES 2% 


GROSS PROFIT 
MERCHANDISE 
% TO MERCHANDISE SALES 
TOTAL 
% TO TOTAL SALES 


OPERATING EXPENSE 
% TO TOTAL SALES 


OPERATING PROFIT 
TO TOTAL SALES 
FACILITY AND SUPPORT EXPENSE 
TO TOTAL SALES 
E PROFIT 
£ TO TOTAL SALES 
ACCRUALS 


ADJUSTED STORE PROFIT 
% TO TOTAL SALES 


% BETTER (WORSE) LAST YEAR 
INVENTORY AT RETAIL 


BEGINNING OF PERIOD - ADJUSTED 
END OF PERIOD - PRELIMINARY EARNED 


JCPENNEY STORES 
(AMOUNTS IN MILLIONS) 


OCTORER YEAR TO DATE 
= ua = ETA GET 


ACTUAL BUDGET ACTUAL } ACTUAL 


emmmeciee  eemmmeemeives 4 auwreninn oneewerwetdiam  am~~renmuing: j§ queen 
* oom ca 4 niga 4 » & z 
ak ink ay 5s 
ey ret aS "% = 
oe as .% .% a cS 


THIS YEAR LAST YEAR 
ER (UNDER) ALLOWANCE ER (UNDER) HLOWANCE 
: : ; 


EMH tBid 3-4 eICPENNY @STORES 


Ok 





JCPENNEY STORES OPERATING STATISTICS 
NTS IN MILLIONS 


Sep cm wee em a 
~ 


ACTUAL “TRIDGET ACTUAL 
MERCHANDISE RELATED : ae ries 
roy 
IRCHASES AT RETAIL 
MaRKUP 2% ON PURCHASE S 
FREIGHT 2 - PURCHASES AT RETAIL --* Pop 


MARKTOWNS % TO MOSE, SALES 
STORE MaRKDOWNS : 
PRICE BREAKS : 
PRICE REMUCTIONS ; 
ASSOCIATES DISCOUNT ; 
SPECIAL M/U ADJUSTMENTS : : 


xe 
, 
xe 


TE FL FL FL 
we PE SK BETS 
cen Oo 6 oO 
at SEFC SL 





ae 
ee 
ee 


TOTAL MARKDOWNS ; : 


YEAR TO MATE 
PURCHASES AT RETAIL 
MAPKUP % ON PURCHASES 
ADDITIONAL MARKUP 
EFFECT ON MARKLIP & 
FREIGHT %& - PURCHASES AT RETAIL aes 


MARKTOWNS % TO MDSE, SALES 
STORE MARKDOWNS ‘ 5 Lo 


PRICE BREAKS 

PRICE REDUCTIONS 
ASSOCIATES DISCOUNT 
SPECIAL M/U ADJUSTMENTS 


ae 


ee TL IE VL 
BL TE SL FL BK 








ae 
ae 


TOTAL MARKDOWNS : : ; ee A 


OC TOPER YEAR TO DATE 
te eg S ‘ 
POTUAL RUDGET ACTUAL TUAL DGET ACTUAL 


CPTRATING EYPENS 
SALARIES ‘ ‘ ; 

*% TO TOTAL SALES ; : 
PAYROLL TAXES | _ ‘ 

* TO TOTAL SALES ae om 
ADVERTISING : : 

» TO TOTAL SALES ; 
DISPLAY : : ; : 
GENEPAL EXPENSE ‘ ; ‘ : ' : 
INTEREST : . : 

TOTAL OPERATING EXPENSE ; : A ‘ 
% TO TOTAL SALES i es 4 : 


FACILITY AND SUPPORT EXPENSE 
CUPANCY e . e 
PLANT AND EQUIPMENT ; , , ; : 


ae 
ne 
oe 
ey 
moe 


ve 
¥ 

z a : 
ze 
ve 
ae 








TAXES ‘ : 

DISTRICT AND REGIONAL SERVICES , : 

CORPORATE SERVICES : ; ; : , 
TOTAL FACILITY AND SUPPORT EXPENSE : : ‘ : : 
% TO TOTAL SALES re’ ey na me! om com 


Pookie ts JCPENNEY STORES OPERATING STATISTICS 
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major differences are the lack of a variance column and the 
Sire lon of memo inventory figures, eon saen gue there are some 


Tmeamonre changes in title names and presentation. 


The oe; C. PcilinmeeoeolLes eOpehatine “Statistics 
Summarizes merchandise and expense statistics. (iiem re port 


provides merchandise related purchases, markups, markdowns, 
meme reieht as well as operating, facility, and support 
expenses for the current period and year-to-date. Figures 
mmemeprovided for this year, budget, and last year. 
feet. W. Woolworth Company 
The F. W. Woolworth Company provides a Retail 
Omemeelons stmmary, Exhibit 3-16, in addition to an aggre- 


Seee gd) Operating statement identical in format to Exhibit 3- 


ikaw The Retail Operations Summary, a yearly report, is a 
meres year comparison of sales, gross profit, merchandising, 
expense, and square footage statistics. Dollar amounts and 


percentages to sales or percentage gain per square foot are 
given. imemmmeport walso 8 lists the mame of the manager 
Mmeeponsible for the store during the most current period. 
3. May Department Stores Company 
The May Department Stores Company furnished a 


Sembaned Garnings report Exhibit 3-17 which is similar to 


mite, condensed income statement in chapter Ii, but in a 
Meeererent format. iti. Feport provides, in separate 
sections, net sales, earnings after interest and before 
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taxes, mlow through, return on net assets, gross margin, 
Operating expense interest expense and other income for each 
Of its department store companies. 

The net sales section provides actual dollars this 
Wermeeeethe difference in dollars between this year and last 
fee tne percentage of change to this years sales, the 
percentage of change to this years sales on a_ store for 
Store basis i.e. excludes new store openings, anda dollar 
amount and percentage to sales better or worse than plan. 

The earnings after interest and before taxes section 
Memeides the actual dollars this year, the difference in 
dollars and as a percentage between this year and last year, 
a dollar amount and percentage to sales better or worse than 
plan, and a percentage of sales for this year and last year. 

iniieme ross Marein and operating expense sections give 
actual this year, better or worse than last year and better 
mameorse than plan in dollars and as a percentage. In addi- 
Maoteee tne operating expense section has a column for the 
change in operating expenses versus last year. 

The interest expense and other income sections give 
Mme this year in dollars and as a percentage to sales as 


well as dollars better or worse than last year and plan. 


Deteweetanouea, the imcrease in profit due to 
increased sales has columns for last year and plan, while 
Meammrn On Net assets has columns for this year, haste yea k,, 


and plan. 
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Wumecarter Hawley Hale Stores, Inc. 

Carter Hawley Hale Stores, Iiave: provided an 
Memacineg Results, and a Balance Sheet report. 

Micmoveratinguhesults report, Exhibit 3-18, is again 
Seed to ithe condensed income statement in chapter I[lI. 
Momence r, like the J. C. Penny Company report, there is no 
eemeumm fOr variances. Mi¢meiroMmatenyem. tilere arewEwo Statis= 
tics added: average assets employed and return on assets 
for the year-to-date. 

litemebalance Sheet Exhibit 3-19 is a detailed 
meeentineg of the company position in its various asset, 
Pememiity and capital accounts. Dollar amounts, rounded to 
the nearest thousand, ae sol vet tr Onrmtida (year, je lea\iews and 
last year. 


De wom sand Bir Force Exchange Service 











Army and Air Force Exchange Service reports for 
executive level personnel are identical in format to those 
mreemyed at each of their branch stores, and therefore, need 
Mmomecurther review. Each store's operating statement is 
Peyelable to all levels of management. However, each higher 
level of management receives reports which aggregate all 
Mae@mem stores within the purview of that level of manage- 
emt . At the headquarters level aggregate reports are 
Mmaeelable for Europe, Pacific, overseas combined, continen- 


Mepeunited States, and total AAFES. 
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SCHEDULE CHH-14 
COMPANY 





CARTER HAWLEY HALE STORES, INC. 


OPERATING RESULTS 
{$000} 


GROSS MARGIN 
7 Retail 


8 Cost 


10 













EXPENSE 
1 Payroll 


1 

















16 Pra Opening Expense 


+7 Real Estata Cost 







Interest, Banetits & 
18 Coro Samin 


P&E TAX 
19 EAANINGS 
Fl ‘ERAL.STATE | 
20 INC. ME TAA 
21.Nb ° CARNINGS | | | | 
— 








ie 
er PPepered by 
Dare Prevared bv 


Paiebee te S—1S OPERATING RESULTS 
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DIVISION 


Carter Hawley Hale Stores, Inc. SCHEDULE A 


DIVISION DATE 


In Thousands THIS YEAR PLAN 





LINE LAST YEAR 


NQ 


i Gash on hand enna aoe | 
——aaate 


2_| Cash in hanks 
3 _ Temporary investments 


rs 


4 Accounts receivable 


| 
COD. and miscellaneous receivable | 


peo C 
6 | Less Allowance tor doubtlul accounts | ( Ht dit } 
7 
8 







ee ee ee ee ee tee ae 


Merchandise inventories 

Operating suppiles, prepaid taxes insurance, etc. 
9 Total Current Assets 
10 | Accounts payable 
11 | Accrued salaries, general taxes, etc. 
12 Total Current Liabilities 
ess Working Capital 
14 Fixtures and equinment 

“45 Less. Accumulated deoreciation fixtures and equipment 

1S: Total Fixtures and Equipment 
17. Other assets | 
138 + Other long term hhabilities i 
19 | Basis for Interest, Benefits and Corporate Allocation 


—_— 


— 









































a eg re 
20 | Net capital lease costs from Corporate | 


21 | Lana | 
22 ° Bulldinas and land improvements 
“ss . Lease improvements | 
24 | Less. Accumulated depreciation buildinas and lease improvements i { ile iT ) 
Zo! Total Real Property \ 
26 | Net Assets Employed i 
27 | Construction in progress ] 
io Total Net Assets (Must equal tine 41) | | 
ANALYSIS OF DIVISIONAL INVESTMENT 


29 3s Divistonal investment [From prior year line 395 H | 


a 





30 Current year net earninas 
i Inconi taxes 
32 Capitalized interest 
557 Interest, benefits snd Corporate (18C) | 


— ———— Ss 
34 Advances {renayments) from Corporate | | 
35 1 Cash transfers trom (tol Corporate 


SS aa ee i SS ee ee aaa 
36. Actual real estate expenses to Corporate | | ( di ) 


37 ' Allocated real estate expenses from Carporate 
Ec SS 
38 . Otner 


~ 39 Balance at end of period | _ 5 


40 | Net capital tease costs from Cnrporate | | 
4} Divisional investment including net capital lease Costs 
Average Basis for Interest, Benefits and Corporate Allocation (YTD) | | 


eee ee Ce eee ee 




































ee etree rete ee 


‘age Net Assets Employed (YTD) | | | 


_ a ae . = —-= -— 








Date Prepared By Date ___ Ts A proved By 








a/ao0 
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Meee nav: EXCHANGE FINANCIAL OPERATING STATEMENTS 


feel NT RODUCTION 

Mites sctapter discusses the financial operating state- 
Memes tised by the various levels of management of the Navy 
Resale System to properly manage the local sales activities. 
Wieemechapter is divided into five main sections, retail 
fearmeamdise reports, cost or non-retail merchandise reports, 
Mepemose reports, branch store reports, and executive level 
meports. 

The reports discussed below, which are provided to all 
levels of management throughout the Navy Resale System are 
miemertcal in format. Piemonte rterence dns the reports 
received by successively higher levels of management is the 
level of aggregation. The following is a list of aggregation 
[Peels from highest to lowest: 

* Worldwide - Aggregation of all exchanges worldwide 


anion provided to headquarters level executives 


al. 
on 


CONUS S—eoOone omit Monn ot wcll. seontinenta 1 United 
States exchanges and is provided to headquarters 


Nemes executLives 


abe 
7 


Overseas - Aggregation of all overseas exchanges and 
tomMmovaded to headquarters level executives 
Voom core calion olf exchanges within a region 


Timmeicamprovaded to resional level executives 
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Exchange Complex - Aggregation of the main exchange 
and EaGitamDhaneh exchange under an iL jie ghavaaiel siestall 
Poeotaieos and 1s provided to executives at each main 
Exchange with branches 

Bxechange - A single exchange report provided to 


executives at each main Exchange 





| a Deamel —- AY single branch exchange report and is 
provided to ae We al eS Tee ache mani | amd brane fl 


exchange 


See TAT, MERCHANDISE REPORTS 

The Navy Resale System provides one major merchandise 
report titled Retail Departmental Operations, which is shown 
Memeriibit 4-1. This report gives details of each department 
eed y a particular activity or its subactivities. eye 


Seeemecepartment three major groupings of figures are pro- 


meoeed. On this report retail inventory, sales, and gross 
Meet. Figures are provided for the budget, actual, and 
@aetual last year. i wMetolpesmaycmEounded to Ehe nearest 


Meerar. the retail inventory group includes the dollar 
amount at the beginning of month and end of month (EOM) 
for the retail inventory as well as computed percentages for 
M@emwemonths actual EOM inventory as a percentage of budget 


meme last year. 


Ole 
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item sales eroup lists the month and year-to-date sales 
and percentages similar to those above only with the substi- 
tution of monthly and year-to-date sales for EQM inventory. 

Te gross profit group records the month and year-to- 
MpeeeecOollar gross profit along with corresponding percent- 
ages to sales, the initial markon percentage year-to-date, 
markdowns as a percentage to sales for the month and vyear- 
to-date, and provision for inventory shrinkage as a percent- 


Mmeemeeo sales for the month and year-to-date. 


See) OR NON-RETAIL MERCHANDISE REPORTS 

iijere are two main reports produced by the Navy Resale 
System which provide financial management information in 
Meeerds to cost or non-retail merchandising activities. 
These reports are titled Service Departmental Operations and 
Service Department Emplovee Benefits and Other Da rece 


Expense. Examples of these reports are provided in Exhibits 
meewand 4-3. 
Memeeoetvice Departmental Operations Report 

ittiwenorth cives details Of each cost or mon-retail 
fee oment used by a particular activity or its subactivi- 
fies. The report gives dollar amounts for beginning-of- 
month (BOM) and end-of-month (EOM) inventory at cost, sales, 
@eess profit, payroli, employee benefits, other direct 
Sepemse, Equipment depreciation, net departmental contribu- 


tion, number of employee equivalent man months, and average 
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Meee sales per man month. For each of these items, except 
Mmimemimventory figures, dollar amounts are given for budget, 
preemie, last year, budget year-to-date, actual year-to-date, 
and last year year-to-date. Only budget, actual, and last 
year dollar amounts are provided for the BOM and EOM inven- 
Memyetacures. In addition gross profit, payroll, employee 
fememwes, other direct expenses, equipment depreciation, and 
net departmental contribution are computed as 2@ percentage 
of sales. All dollar amounts are rounded to the nearest 
dollar and all percentages to the nearest tenth. 

Most of the terms listed above are commonly used. 
However, number of employee equivalent man months- and 
meeraee dollar sales per man month need further explanation. 

a. Number of Employee Equivalent Man Months 
The number of employee equivalent man months is 
used by management to determine the average dollar sales per 
Meaeeeemonth at the completion of a month. It is computed by 
dividing total hours worked by 173.3. 
ieee race Dollar Sales per Man Month 
Jace complet ben Ol wan Mentm, saverage dollar 
sales per man month is computed by dividing sales by the 
number of employee equivalent man months. This statistic is 
the key element used in budgeting direct selling payroll for 
the next year. 
Budgeted direct selling payroll is computed in 


Pee tollowing manner: 


IO) t 








ime budgeted dollar sales is divided by the budgeted 
dollar sales per man month to give the budgeted equi- 
weleiteman months. Tiewpideered dollaresales per man 
month is last years average dollar sales per man month 


adjusted based on management's forecast of the future 
Sales and inflation. 


2. Budgeted equivalent man months multiplied by budgeted 
average wage rate gives budgeted dollar Gb @ieiete 
Sling payroll. The budgeted average wage rate is 
Biewmedian wage rate of the department dttring the last 
Mime months for which actual results are available, 
M@temeased Dy a £Eactor £Lor inflationary wage increases 
Medeemenit increases, [Ref. 8: pp. 7-10] 


an pieiiay 1c ec Department Employee Benefits and Other 
Direct Expense Repene 


This report gives a more detailed breakdown of the 
employee benefits and other direct expense information than 
mes service Departmental Operations Report. The following 
eleven items of information are provided by department: 
mmevision sE (Oe annual leave, employee benefits-local 


memmonmal, taxes-FICA, retirement annuity contribution, total 


employees benefits, area support allocation (allocation of 
regional expenses to the department), stationery and sup- 
Pees, repairs and minor replacements, utility expense, 


feocellaneous expense, and total other direct expense. 


Meee oAPENSE REPORTS 
The Navy Resale System has no separate expense reports 


Memeediscussed in the second chapter of this thesis. eval 


meports concerned with expenses are included in the branch 


meore reports, and are examined in the following section. 
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PeeeeoRANCH STORE REPORTS 

Ali Navy Exchange store financial operating reports are 
Saeeerar in format. Mise ver tomar eprovidedon lt, by & 1/2 
Pieieeespaper with current month figures on the left-hand side 
and year-to-date figures on the right-hand side separated by 
meeormmn with a description of the item and its correspond- 
mmerecount number. Under both the current and the year-to- 
@eeemeeicadings, columns are provided for budgeted dollars, 
feeeethis year dollars, and actual last year dollars, as 
well as adjacent columns for percent to sales. In addi- 
tion, columns are provided for percent variance to budget 
maomeepercent variance to last year. All dollar amounts are 
memmded to the nearest dollar and all percentages to the 
nearest tenth. The branch reports are normally received one 
Memewo Months after completion of an accounting month. 

Bach main and branch exchange receives the following 
mememeial operating reports from the Navy Resale and 
Pemerces Support Office on a monthly basis: 

ieee ketail Operations 

The Retail Operations report, Enobat » 4-5 1s 
[mm@eided into five sections. The first section provides a 
Summary of sales, provision for inventory shortage, cost of 
memes total cost of sales, and gross profit which are 
peeeGacted from the Retail Departmental Operations report. 


The second section of the Retail Operations report provides 


a breakdown of receiving and shipping, duimeceescllinge , sand 


DN, 
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Megemrement payroll and related benefits, as well as, an 
Pee eation of total personnel costs. The third section 
Pieewades other direct expense broken down into the follow- 


iiemaccOunts: 


ale 
“ 


Boe Area Stpport Allocations -- are the directly re- 
lated merchandise expenses pro-rated to each exchange 
by the exchanges regional office. 


: mio Stationery and Supplies 


* 315 Repairs and Minor Replacements 


ale 
7 


ei Utility Expense 


% 319 Miscellaneous Expense 


als 
PAS 


305 Equipment Depreciation 

Besides the above breakdown of expense, a subtotal of other 
direct expense before equipment depreciation and a total of 
other direct expense after equipment depreciation is pro- 
vided. [meet ouUrtincection provides the total retail net 
Semeri bution. The final section provides emplovee equiva- 
iemeeman months and average dollar sales per equivalent man 
femme Lor the receiving and shipping, and the direct selling 
departments, as well as the employee equivalent man months 
and the procurement payroll dollars before allocation for 


the procurement department. 
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a- Sen vice Operations 


tiem elec opetations report, Exhibit 4-5, provides 


Meecimmation of all service department operations from the 


service Departmental Operations report. It includes sales, 


eal 





SNOILVYAdO AOTAYAS G-¥ LIAITHXxa 


















































































































































































































03 Th = i | eee | ft =p [= Se Weg) Geeta nicee Cpe Wamuape) Games teem ae = = oe Se eee ie fe ler aS es Se fl Peeoeel eee et wae == | 
ts eee te ee ee eae ieee eae pet ie Fert] AL We) (aa ped [he arse IS) [ee vee ! Jaees al es) ! ae eee 
eo (One| ee ‘ ' ’ ' oo ' ' it ' 2 tis ' et ss ee oe ate A | 2 || ee a ' 
as |! ‘ 1 ’ 1 ‘ t ' ' ' ' ' ' ' 1 i 1 1 1 1 ' 1 ’ ' t ’ 1 
‘ 1 PaaS) eae] Nemes | i fp em Ce] esol Gana ee Garena (ea ae | T ri ne ae wi T i] SelM ahr |Peales | Peabe- i flaccasc 1 eee Pea el 
sal Ie — 1 ae — = tf Tf.) oa ——— a fe ee fa ee at etd tte ot ote 4 
ws — > ~~ a -— 4 -— eat ¢- }-—~- —-+ -—<4 4 te — +— —+——_+ —_14 + = + -- Ht —— +} -+~-+ 
a ie ee eek: Tee | Peat] ie | ee et Py |) ei aS pe ye ed Le 1 eee ee ee Ji page’ Caan) ae) em eS ea a a j eee Wey i 
ie Ee ey) eer (ee ee ae es eee ea ee ee Ub : eee ees taf (eRe tees eek ! SA _! oP a gl SEMEL DN hee) Vel | [eT AL 
26d) ' t ’ 1 t ' ! ' ' ' 1 a : ' iene me as (OMe: Gi amine) a DN Sopdet eter meen fe ee ee 
ake F ' yo a ak GP ame ae i. fi. 8 ih (eee ange cae =~ y aaa aaa | ain |e "Fa ' ' ' a \ t ' ' ' t ' 
6 it” (ime) sare T = TT Trl ae aoa [5 } CoS aiaeana Gamat — (lao | eu oan he ole ‘ Sai Ta aver are Nome ay Yamane (FF) (EC aa (pial en fen 

Sn ee eee tole Sa Deel 1 feline ar ee a fal — af e Ee ae 7 =i = A a eet Ta ST eae Fen fas 
DY Ihe —+ ——t --t-f— — ‘ 4+ fb -4---- et at te — ——-~ Fe - —~——F— + —+ -~-— Fe += 9 Fo ta 
LN | fre ee | |e LL fe Pap eager Lr Se ee ah Fe ean Caen eer ee eel aye eS ee ere 2 ae) eee Ee a 
év pai | eee | ee ey ez SS |p ee sahters i}! ee ay ee) Cd el ee elt pe et 1 ome, eee eee) ee il peek Nee Mee 2 
OO | fall seed aes Op eT pp es | ee pee al sey pa eee ! ee Sa ee eee) Fee | Ls LAU ees ol Qu ert (pase | ie gmeses) Bored aay) U8) Ld ld Al Peel ee 
Ge t] ‘ ‘ ' 1 ‘ a | ' ! i] ' t t ' i] t ‘ ‘ 1 ‘ ' t 1 t 1 t 
a5 1 1 i 1‘ ‘ 1 ‘ ' 1 1 t ' ' t ‘ 1 i ' t ’ ' ’ 1 i i ’ 

le, ee sas i I mt a) {ee al aa 0) ia came | i ry elf ea! 2 Tanah SSSR ee Ses] Goan) (tana Mee LE a (ae a ee Ti | maa faa ee 
UC t as Secirmeecme fore "3 mm | | zee it hake (ne Be Ren Gas (tot ae =———— a es a re oe bony or? ae We ee Us ae ' Ne era ees ee 
copy Pym Pye , — Sc Ht (ee nd | = teas hee oy) ene er ay Cae eee aTiRe Sree eres) a eerie ad tne Ear ey Meee 
10 bo) eee eel et i t i eee | ee ey t- Seal Wore eee pe eee La ie | i ea ae Ls Te _ eS, | ’ ot ee eee a eel ieee Oe 
or 7! 1 ey ® ate Dee. Ape Ue) Mee ee eee ee LS | ees cee Se ae arts Cae eee ea Ge SENS Sal) youl ame Poe 0 Lge peal ES Cl aaa ah Nae Seat Us ee eee 
ec it ' ' t ' ' t ~ fi ' 1 ' ' ‘ 1 ' ' ‘ ‘ ' 1 1 ' ' t ' t ' 
ec 1! ee en | ' 1 foo L Sr ps Cee |e hes ie _ 1 ee 1 “1 aye lee Ou IPD ia ee 
ce il Sin) omaiainl eemaencir | | TT io T Del cl meee 1/3) Sane 3 ot Sa ae ae ae ae bee j Ta > am eee (ine | 7 [came TT Vi ewe a ee es 2 peel ea 

ry eS oS 4 = ' r sy —— —— F --) > = : : ——— et ey el corey (a NNN fa (NN (tates eels linac) eet) (Sol es anormal [nmmont Gommesal Za 
oe Ty, - - ¢ ¢ 4 - a- +- +-—-h ——+ + —t—— + -- -- -——  -—--- — — }+- --———-r—— 4+ -—— o- —t — ’ — et —— e——- $+ 
AE | Fife, | eee eee an Lee a oe | | ee ene An, J ee ea FS GAR EEE ep ree ts WS L ee ene a A L a es Sy eed es er Sy easan 
Vee te eee so ae ul ee ee ees! fe [eas ees es ee ee | ey | eee Bye ee ees Pe ee ee ee a eal = RS aed 
ce y! ee IS eee eae Lh La) Ee a ee E ! | es Be peaiae ees oye) | eae ee [ees | |) ee ee 
re fe ee! ' ' ' ' ' ' ‘ ‘ ' ' ' ' ' ‘ 1 ' ' 1 ' ’ 1 ' t ! 
le ' 7 ’ 1 i i i 1 ’ ri ’ 1 1 ’ 7 t i i i ’ i ’ ’ ’ t i 

ia) (a Ee Same (oo ees 3 ie ae So Pea ee a) (EMS See) (AIRE |S RD ae ta | liearemcan [pcmeemed, fe) (jeans aari LE S Falco (isp: (eemmmniasican Waemmencts Gx 6) {rel f= alae 
oc} mt fo — —- ot cer ore Pit SS | Sh SSS qe Rs ht ft Pt 
uc dy ana een! gees Homey eet ee fe ‘ Saar ae eae Vee = eel Fees | fees | (ee ee eee eg ee ee ee 
Bé Lt sae | ae ee | ee [es el Cos pee eee ae ees ee —— —, = Seed ee er a] Ped a Ee Hy peeenny emery lees | = Ey ape Ga es 
ope pW ae Oe ae Oe ee pool La WEL Leceanc O eR Ae bse! OS fpr es Waa AR See) (ee Ae EE Bs een) peewee MLS Ses Ue |) ! 0 ee ee hee ee ee 
a? ‘ ' ‘ ‘ ‘ ‘ ' t ' ‘ ' ‘ NOI IED PAN J>OTAMaS ‘ f) ‘ t ‘ ' ' ‘ ‘ t ‘ ' ‘ ' 
be i - ° =a) aba a aet (tie io iy) eet ae oa opie pee 1c | nae ne ae eS (ee . ia ER aes | (Ee ie [a ne uel eae fi . | @ caine O ' 
eB Tag clacenl Ta FS ot ae Be) ae meee ar me eC |e Gaia Mn SOR A a) (ie camel SS Re 

1‘: Sao) =" ce ote ooo ——— see a — te —-}-—r-7r —t——- fF 7 = TF — ——————— 
té -— —t-=-$ —s +—~ - (-~ -—§— -—++ +— oe ee ee ———  e— § 4—- 4 ——.  -—-4— ++ +> ——+—— t+ — 4——- + ——+ + - —s be 
Bo (aria |) Ry ec) (ily MR eee em Cert) es M Weer mace tial Ware fear eect al ac OED OL a Ue Mh ae A ey bath ee ie eee eer) a |. eee ie 
On 4 Sr ee ee eee Srv Wegere oe Us ees es) ee ace! Ie ee ae ee eh ee eel IE | Rwy Lee, Sees ee | Pe meen eee 
yg) jal, Lue yl : ee pie. ES EES) eee De | PP 000 A) | eel | ee Usreaeeey SA (See a i LO et 
ae ' ‘ tL ' ‘ ‘ 1 1 ‘ ' t a 1 ‘ Wrdoeg Eraw! Roe] BIE ‘ ' ' t ' ' ' ' ‘ ‘ ‘ ' L] ‘ 
Ae i i Tv t 1 = aa ean (oC ' ' 1 Acniheanaiionn lee nee Sas Loe ai pal i 7 Te ary arse! ae a 

= oe = [a= | fs =| ae Gea i Gt ee fe ee nS See lea et a a a ie Op Pa ee fea 
7 (|| <a A SS ea) lee || a ee (Sic a ee Ce Ob ae he Pe a ee 
DUA a ean oe 224, |e) eee ere Ene (ree kms rhe SWitaNs % swanoluvsis| Cre fo PR or se ty 2 Fey the | eee eae = (oe ee 
i call INS eee ees ey Pee ee Ne ag EL BOA Otani tae OY AOU cs eh oy! eee a aie fe Et ee) ewe (eg NO 
CAS | (LE Ua oO) Pe tei U uU ! J a 2S Re Uae es eet hele Weel u a es pe SS oO 
a) t t ‘ ‘ t 4 t ‘ t ‘ ‘ t 1507 saNNOStiId Fwls ‘ ‘ ' ' ' ' ' ' i] ‘ 1 ' ‘ ‘ 
ee aan oie ie oni cree Re t t Una] nt] (nn ND feITO Germ) Hensel! Grae! Re tana ’ cS Se ae | | | Re Tee | | Os <i. ame) 
Ae 1 | eae Grea ot rms ecmne (eaten) he ms Perl Geren lemnetay (ger (ay eam) | ain 7 Siaa0 TIVITY Ouaeld ‘OG ae eae) (ee OL eee eo ee ee) ae Le ==. 8 ah ae aren irs, 

1-t———r- 1 oo enon Teens oe th et tt Oe et —--——__--~ = =. a et tt at ti > tt ee —}-— — t 
Oe eel RT eee eee yee) [irs Se res ry) ee ere : : ne ge) Pe ea el a ee eo ee ee 
e fa. [ees erent Sy ost) [a Tee | ee) ey cay eet [ar ey tan! eae Doge ee Ne ee De ay eee fe || ee 
L i= se peel O.. alle Dye) | eS Ea t CES CN aie Beene (De eS i Se | een pee Lies| See ! ee 0 |e eceet| eS pe) So (] pase eel Leal ee 
i ' ‘ ‘ ‘ ‘ ' ‘ ‘ ‘ ‘ ' ‘ ' ' S3¥wWS 006 1505] 600 [1 a ' ‘ ' ' 1 i] ' ‘ ' ' ‘ 
» || a ee eee . or (ip (lta teem lat aan mae are re a a | meme | (5 “at aan Renan ie ae Tut er ee ve vs 
S 1 ae eee LR Tat = litGl iene Orta ae ee ee mm Getn kore ir 7 “Saws CUE far? |. San ee eee laa > | emma (eer | Tj aia een ioe net | fis 4 | es | Samer (caceond Sanaa 

Pe fee eat eg te a ba tz bees) (LIE NSLP Cooma et ed leery eff oe Se aS ee lao Geen aioe a 
Vofe-p--- + -+-- 8 f+ — + —~+ —-— 9 — + -- } —_—__—_. - -—___- ——— + 4+ 4 — 4 4 +— $——_ + + —-4- Fe -f -——+-—> - 
c fed) Ceane Yenee Comer ay nee ae eae De gE pe ae — 22Ind3S ed | ereerecd Cem! Ceara CR AC i) Sy Hoey LY Cl 2 tee pL a 
z 1 ee ee t Se bere | th ee pee Reeas Bere Pe Sa Pa) aT eR ype! aaa ee) eae By ee aS eS ee 
1 a ee geese | '  o8 ihe ‘ieee (a0 peters Pemer | | Pat, 8 t ‘ Le ‘ eet Ate tS ee Cee ieee (eeu Memseesl ee (ely ae Ailiecee 

Ss nmviA bSwd aid 1 Oat sted SS avga Sines sis .amunn si Hwa fSwl aly ase] ss thw dA Sood $s 1donne 

ie Wily Liu ha fa * EE " Sane tate NOU divs3S30 erie rs _ iwitsov o BVA N FT UYA NS Be eee re range ww : 











Soon ias Ot vinta oe : —_ cy NOW UN amend aes 

voos TNIING OOM rey} SNGHIY 41dO TIAA IS vous 
Novsi vid) (ONVIEIWE AANN 

PEND PacrtditSs SEENAIS ONY BIVSIaA ANYN 


PR A LOSIA dS - war rS vencis 








a 








DOH sONWHHO NF 





dee 





| 
| 





eeeeor salés, gross profit, payroll and benefits, other 
direct expenses broken-down in the same manner as the Retail 
Mymetemetons report, total direct expense, and service net 
oer DuULLON. 
5. General Expense Payroll 
iwesGeneral Expense Payroll report, Exhibit 4-6 is a 
breakdown of all general expense departments payroll and 
benefits, as well as, the related employee equivalent man 
“mien and payroll dollars before allocation. The following 
mmeemerist of those departments broken out: 
* 321-11 General staff 
os Sel=2i Accounting 
Eyv—-3!) Data processing 
321-41 Visual merchandise 
mle 92 Security 
Eeel—57 Cleaning 
321-58 Maintenance 
Pee. —-Ol Personnel 


* Pe] 70/77 Warehouse 


4. General Expense 


fitemecemenakh Expense report, Exhibit 4-/, is a 
breakdown of all general expense and other income. The 


report is broken down into sections for various’ general 


expenses, miscellaneous general expense, central Gn eee 
expense, centrally funded exchange expense, and other 
mae ome . . 
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a. Various General Expenses 
The various general expense section is 


Meomeem=—adown into the following accounts: 


p20) Area support allocation 
“ Peso otationery and supplies 

weeoeekepairs, replacements, and alterations 
* ce AULO 
* eee Utility 

Peeerreight and express 

334 Cash shortages and overages 


* Boa> travel 





Peoelelephone, telegraph, and postal 
feweieaintenance contract labor charge 
- 331 Depreciation equipment 
326 Depreciation building improvement 
eS 343 Depreciation building 
b. Miscellaneous General Expense 
The miscellaneous general expense section is 
Peeokem—down into the following accounts: 
339-1 Miscellaneous 
roo wunmeollected returned checks 
339-3 Local bank service charges 
339-4 Merchandise shortage-damage in transit 
eee eon ersion differential 


S396 MUmeolbected receivables 





339-7 Equipment rentals 
339-8 Overaged merchandise intransit 
339-9 Maintenance labor charge 
339-10 Training and development 
eeo-ii Gustodial labor Navy Exchange crew 
e 339-12 Retail clothing store expense credit 


* Beo=-i5 Field DipgChemOmiaece: Wreimbunsaple “expense 
elearance account 


Peo=t'O Provision for bad debts 
* Bel-16 Exchange Citrine on unex Penses, transterred 
ee 19 Consolidated procurement Gtrlec SUrciar se 
4 339-20 Relocation 
a B92 | Miscellaneous expense data DroGess LAs 
pey-22 Eqttipment rental data processing 
@e) Gentral Office Expense 
The central office expense section consists of a 
memebe entry and is an allocation of central Glee neaosexpenses 
to each exchange based on a percentage of sales. 
[aeeentrally funded Exchance Expense 
The centrally funded exchange expense section is 
broken-down into the following accounts: 
342-1 Workers compensation and public liability 
Bee eee it insurance 
342-3 Group insurance medical 
o-eroup insurance life 


342-5 Stationery and supplies 





ate 
#, 
” 


342-9 Management trainee program 


x 342-11 Executive management program 


oy 


See Oe Miscellaneous 


ale 


oe Other Income 


The other income section is broken-down into the 


meeeeowing accounts: 


at 
a 


emer urehase discotints taken 


bl Dad 


Posie Miscellaneous income 


al, 


als 
“o 


hier eoetvice chargé on Sales to other activities 
Ww Pee-3 Service charge distribution centers 

* 346-4 Income from bad check charges 

% 346-5 Layaway service charges 

a 346-7 Income from mail orders 


AeA 


“ eo?) income from concessions 


ate 
od Dl 


348 Income from money orders and travelers checks 


ee Operating Statement Coe nee ket d be orn ms 
stores and Navy Lodges) 


os 
ites Opcrabine Statement, Exhibit 4-8, provides a 
imimeary of information provided on the Retail Operations, 
Service Operations, General Expense Payroll, and General 
Expense reports. The operating statement is used by manage- 
[emt fOr a quick overall picture of an exchanges operations. 
meekertai| Clothine Stores 
Hteome cotati Clothing Store report, Exhibit 4-9, is 


provided to those exchanges which sell military uniforms 


that have been procured by the Defense Personnel Support 


Pl? 





LNANALVLS ONTLVYddO 8-7 LIPIHXd 





































































































































































































ay ta poe aa! Wee! aed | re A eet a ek hes Se ee SS A SS See oS Pe ek eee) ees Cee | t een Ea Caen 
vu ey | eee | Bs. oeeere| [eee |. eee mole ellis: ' isomer po eee ty mel e ‘ paubie: pees lle ' [ (tered! oO pale ee eee. 
Pal (aces , aan a empee [e L1 L J peu ea A ewer es en en) fs (nc ee me) te ey Te eee Ee ee CU ee ne eee 
Bed fi ' ' 1 1 1 1 r i ' 1 1 Fi 4 7 i ' 1 ? i i ’ i r 
ee 4 (ie al has tak eciair (Scania | eaamans | faorn ao oa AP ) Urner) Amita (aie eae ae a ey Vine! ue cans os eat ites Net te 
r oa aeatads Saal | == Ae toe ae ee oe co Sane cate = sj =f tr + Sl + t So a are aera a 
ae ——-+ -- # — +4- =U = — §e- 4 — —4-—~ >-——_-++ 4 —- —---—=— —_——— — 4 —— 4 + —>- #—+44 ~_—+ + rs 
CAS | Ct ee wt el Lee eee Urs See ee ree a —— [ee Ca i ad) fear | ks eS ee ee = 
is rar Wena ee Rca ay as at LE noes Be a a a a Sas aa a i puerta! I WEE cel a) peel Ea =. ee ee oe) 
rE | Oe) be eee a aa a hae 2 cal ae ON Bp (Az [sce i ae ee Shee a ed [eee = ee ee 
(sft ARES (Le RE, |e, ee clea Iara See ene e eee: sR) Le ek ey el 1) a ee ay re been oe 
eed i ' 1 i i t i a aaa T 1 1 1 1 1 i ’ laa oop 
Pt (4 T Tt Tye F => jaja pe SSS = t SS oP por + ay as pen em Se a 
Oe be $—— 4+ —+ — fe —+——F} + — —+——__ +t 44+ ae —————-- f +-—-}  —-- + —_~-+-—— + 4——_ -} —+-———_} + —- $+ ++ - — + t 
Li 26 eel Ce ae ee | re pee hot ee Se fo ae Se eee (eed ee Gees Sige ee gee Spe eee : 
CEL2 |i (eee eee sae eae eee 1, Ve L = TE Sg a Tae etl ba Be ere ens [een YE messy Tee eal eae ee [ca He) pa es Eee ee eee eee es ees 
ye fe || acess Ay == ae Be ee) ' ! us JE LER Se) (i tepen | aaa RS) a ee 
so ft pyaar a! 7 sy Abs RD I Sea (OM oe : . SAE oe cree EE Ps EA lg eek i 2 
ees ' i i i ’ ' ’ 1 ’ 1 i 1 i 1 \ i 1 ’ 
(eu aa tre ea el oo ae) P| a eat Se oy SS A cee leas Lele ale ae ee ie cas Gece (ae Gi 
Ce fT --f—-+ -e— 1 t =p = IG 1—"?t- - re ai —1——-1- i le 2 |S ee 
42 | |e Cee eee ora 1 ry ame ee epee See ees sd iy) ae St roe fees {Oy ed | ere 
a i | ee en eS 1 t 1 eee, roe) Reseed ee at | a ae ee a ee aul Se We ees Ee ee eek: 
OO |i ee) es lh u [less |e) We UE 2) 2 “SNOT HO was ces oraea fe Poe fa fa 2 (el = 
BC | peel Gee cmt OTE fe 4 Qe ee i = eee he) (ee J gis Oe he Ce ere aaa pt a ee 
Be it ' \ ’ 1 ' ' Fl ' 1 i 1 , ' ' ' ' 5 
it be Sars [ap Came ak (-- i’ So as ==) fs Sea] (pea = (tal i AONE um 10 Tore ee ass i Sl igs la a Slee By Sapa ac (2) Genin (poems) faamamme] free | 
1. te iS tt TS a a — t oe (een Semen Seiten (0D ieee (ten leeds (0 (nll) pemeneens eatin Gimmes med -——¢—— ++ ——7- 
oe == ——— —- ——F=—= -£ == -4 4 - —— + — $e —-—Oe OC ------- 4 — -6--—+ + -—— a ire S35 SS Seo 
SFofy See Pes be Se] Ue fe le LEE pee He Ute oe ee a ee Pee ees sea eee eee | ee om, f hela Soa Ue 
OUT ieee cereeiemen! wien) eae ay (eames ota sl Pearl Tawa (8 CNET pa Lale he AM? 2 1 a Te 2 ns 4 yes | ene a eer eee oe 
ig Bie es fet vee ame Pee Omer ee ve oe Uipens) lta es EE os iy 4 ana y Je Q90N0 age LNB ree fo) | Pe eel alse au S| Mea see od WE Ee 
fG WO jh 8 ee ! a! ! t 49M JONGeR 4d 3DNNIO HwHINKD TI ' ' ' ‘ ' t ' ' 
1c i 1 ' i 1 i i 7 0 ic BeTNIO HE HNO ier ie “acs Pea aa le creas) (leacuemeint x [eoasc Doane ase i ae Fes 
a feces cmc ea feed fens fie fey fe em nap oes VANNG Sth tl =a) fle 10 ee = ry ace aie ee Shae ee te 
OS (SS S| r- = $$ a real erecr 9- -f--— tot tf - tt —— 
Ge 4— 4 ————— 9. 4 - 4 -—— = 4 + a oe ne wat a Boe soe SS ee | = fy es al eat oe, -— — 8S ee oe ae 
Geel eg ee os ul Og epee peeee emcee ar odie Oe (EP _3SN3d¥3 WwHIN3D |, fo a Pd Hee as tee. ers Pomel ees ee 
Fife We (eee Ps ae ee Si Pileees Alea Nees ttle Na ee — |{0 ees Namen a(t ce \ ' th 1 ' ened et a 
a: ft] 1 ht ae ' ' 1 ' 1 ' 1 ' \ ' t ' 1 ' ' 
Pe ae es ' ‘ r 1 1 i none 10> 138 331A aS ’ Serer ' 1 1 1 i 1 1 
oe t T Cosa te i Mi (>= i aale anal ™ = arr re rete ary a <= ae a em ae calm al © lta a aa come Geman baer I 
ea -+ f° G ——~ ——1-- = —— ———_—-———- Fr —-——")-— ao toe ot ot) ge at 
Lz + = =f —t-——- > — Ga Fh ie ~~ -——_+— - 4+ - —e + _— a5NI9s cae UE tid Bele e _ e-- 4+ —+ — ~~ | —--+— _ + --—-+-- ~_—— 
re aie ae ees eT Ree. | JAlsveatieg bey aan (een oat $1509. JT OO ie a ey ee ee ae soe 
Cir a, G10 [CRM A Tees WER TS ha) (1 pawes Wears een pee trong §sous a) | Be ey | en (paar ae 
we || Det v ' ' by Tat S3tvS ste 1$U9 ' ‘ ' ' ' ‘ ' ' 4 
a Vo ' ' Oo ' a a or es Ti : aa a Sits ara | (Suna Ee ection Paar en ae a a eC cece ie 
a i “al a5 ieee) (sah jaa hia i rina eel [ae arse ag ed Pome) awed Ne (ees) be ras | (Cel een Raa f geen (Rien ene US 
Se Se rt ot ae se = {peesas= ss Spee | eee (pee |p Sar NE a ar aa 8 
ai b last ee 9 = i, ee Sh A eae a at _391AN3S = <e: tenn Sy pater ah oo i ESS =" eee Py oN 
ASS | Uy say eer eee a | Pere an Se ee ge = | Le a es es. eg re ioe Cee 
wi a es =) ee Eee ) Docoept =) eS ae jee ey | eee | eee) ees ee ee ee pe Ui ee a ee ae 
70 | {ah ea ey ed ee | | EE ee ee) NOHMNGIBINOI 13M W¥dIU U Peseta less aa) Vex AU) al Uae (iJ Pees ee, Jee el ep pean Ea 
co yt leg ea UE a bee Ue ee PSN IGF ANIHO WHOL ‘ ' ' ' ! 1 ‘ ' ¢ 
ee see! i ’ 1 i 1 “9SNaa¥ I 42am0 Wea10 oS | i ' ah Tyger’ (Etats Sienna ater amear' 
51 ed | a T al | T tT Tor lig: aan ere $1S0 ? 1INOSUSE ye T ia a |e tas a ol aaah Goons ‘ be 
t re = SS Se ee [5 (—S ee SF a — = i ——<— 
or (i= hee ey | Pree Ie [hye a oe a 8s $2182 tL a ee Er Lt a ee 
Co Roce) RS ae eer vee (eee as) [pees Cee Sete eee LYSIS 0D rane | latipes beers (es Re | ee Pan ar ie re 
Cn oe Le ae ee ee ED (ae IRE ee 1 ett | eee ROU Sed) jel sates (eee We laa ! aff let (eee Ea eal one Jo lI 
t i] _ Y ‘ i] ' f] i] t 1 ‘ t 1 1 i] ‘ f] ‘ 
: ' a. Eilers 1 - ; he eal ag = ica Oo i | ee Wv13y a i) Tl) = ne i ao Ilo ' ier ee sity! 
6 UW J i] T 1 | Sarl Saami mim [aaa frees pears OES a ae | ei) (ee imam Papiea ak i lena TT : mearein) (eecss| arcing: [rs amt 
i G =e Says tr : to - = 1 ——+— 1 SO TT UH a= pe 
ye ode J-~ 4+—e—+ Be Oe | Soe poe lby le eee le —+- =4e cafe ———— 
LY Ieee Seeman Pais Veet te) Les tee yee el ey eel Ee eee __ Sun HBysIO I S3 saws Pipe (leaner Sree PATOL) ile ed.) (irae tan fos Bie 
é SS eee eee ies Eee ee — L_ pee) (ee | ped eal aes | ae a = 
‘ Uh ey |e Jenene | eeen, Lome, Hees me le ' Jo OSs geome SU ‘ [ioe en ‘ Jeet] ' 1 t ‘ ' pai 
sis tewae, §S¥1 aft 1 yi | $38 vas a 54% Si uv Sv agi. CIO] Ss BWIA Srht 
‘ Wh Ow uva a | twa & fo Ww oy 1 eA rr way HAN | ben Sst Wwhioy 


























—o ee ee == = ee 


tive O1 uve ola ds 90 HIN OW, on avuns 





109 swags UOINI6 “Os (17 1d40 ONIGHIDX BNA TEVIS ONTLV 4 1dO 1009S 
NOE NIG TUNS HDX T AAYN 
DN JAOd AS SIIAMIS GNVY FIVSAH AAWN 
ZAHA M2stnde - BOIS wnos 








ON TWOtewee De? 





eZ 0 


a 





=nwrmeerorn ® 


{ 


- —- Ce ee ee ee | 
fag, ’ ar 


© hq cmt 
J 


aes 


+ 
| 


Pe ae 


ee SN 
! 
x ' 1 


iene Oks 


— ee am ale 


' 
j 
{ 


i 


wv ia 
Wwitiov 


|= le 











t 

i 
ce 
“i 

i 

i 

t 

1 

i) 

— 

ae 
as 


Sdudods 





Hoy 






~o-[-- 
| 

2 a ole 

48 





ee ee on 


{ 


fete mwa deleler et eye ee ee 
rWy| te as Lo er 1 





(eae sto eee 


7 4 ; 
ee 
Saal } 

{ § I I 


{ 


} 
| 
| 
{ 





a 
[le eliaeners 


es ere _ 
a 7 


eg ey 
if 


| 

: 

4 

i 
pasa Sy aa 






= + = sna mem wtals = & 
| 1 1 i 


| 





4 
+ | 





ie sh , 
a 
H : 

H 


! 
{ 


~j-'- 





' 
Pe -- 














HVA WV] twA & Bes wide 1% 


JLVOGO Ot YVBA 


VNIOND UOtId 
ON IONWIND 4D 








ack 





ONEH DOL Thyldd Gayl i oii 





4__ L ael SS 
ee ee re 
i] 4 t 
Git wie (eae ae ~ 
Ue | Pierre | “a = 
aT (Pees eel Hi Se een a ae oe 
- 4 --+- 
=e 











ate a ered 
[N= ao | — a. ——— ee 
ee ee ee ae 
' ’ t _ oa 
ee ee) | ea 
Teale iar’ —s 
sia ae: oa CTF aa Sonat ae 
—t—— + * -—-—— 
ST ges ees fe — ——— — ——_ —-- 
SJE = = 
a a (eee 
ein t ' 
= =e 7 ee — 
=F cae See i arenas oc 
—-—-p—r—? — ae a 
—— oh PS  — = 
op IG RS IT a <r 
oo lS as re 
' t t it = _ _ 





Salata, 2 ane eas 15. para 
—_——)- - + + —— -—— ~~ 
a MS eed ————- ~~ 
Sel ee a = 

i] ' t 

peers me ee io... 

=a" ogame Wanna ae oe 
a ae ens Tien Soe ae 


nN OF 
w OW 
P19.) 2 Ww ATMO TN GAN 


1SQOD tev whites Sod 1 3N 


MONIWID de OCP UN SED 


967 195390 HILO Wwios 


ISHINKF EDI OSI 
AN sde a Att 








JDIWId a BONTAN Y SHIw doe 
CUWHEINS FY sew eEs 








—_—— —=- —_—_—_—_ — -- 





§SO2 VIWNIIL ead fwd 





vittt % Sete INdD B21] 
PiNbee 3 Tae 


Aistd SSO 





Siiws 4 1809 





Satws 














(=) $94 


NOUdIHDSIG 





ee we, 


ak . ie 


ME Ee te ae 


oe ie 


t 


o-— = = 
ea! 


tw el = > 
Pl oy 


= 


Big ee ate a a a 


r++ 
eee al] 


| 
} 
ae 
i | 
joe psn le 
eae 


| 
| 


{ 
a ee Be 


| 


| 
|. 
| 





| 
a} 

} 
laa 
on 
rea 
ca 

| 
ve 


[ 
[ 
L 
I 
ster 
| 





cict- eR - 
|| 
| 
1 
j 
od 





js 
-rrddqe 





| 

i 

| 
wei i= eK + 


ae 


ae. 


| 
$dom rp pele 


] 

1 
— 
| 
is 
| 
- 
{ 

t 
sd 
I 

) 

| 
- 
| 
be 


lo 
1 





| 
| 
i 
ie 
| 





le 


= 
| 
( 
| 
a) 
| 
4 
“ 
! 


- 


1 
= © 


| 
| 
| 
| 








| 
| 
| 





| 





aA et ele 
ee ; lal ’ 
aqeleje eb a a elel- Pp + 4 f-i-)} 
' 
i ) 


{ 
{ 
{ 
~ 


awe le be 4 
{ 
{ 
! 
+ be 
t 
{ 
{ L : 
-_ i 
} 
| 
rie ol ie in 
i} 


1 ' 
| ' 
- r = =] -! 
j } 





| 

r 1 
“--f 

aelatees 4 

| 

L 

| | 

Ls 
ae ee + 





ee a 
1 { 
ie 
f 
} 
+ 
{ 


wel 
ie 


lance 


r 

[ : 

| 

- 

| 
Breienis 


| 
| 
! 


I 
4 
I 





~- 
l 

| 

} 

[ 
\ 

al 

| 





| 
[ 
| 
| 
L 
| | 
ama 











tw aa Slee ss 
wih pow 4 


piven ASW? 
Wwhthow 


= 
be 
ro] 
a, | 
a1 
os“ l- 
= 
wv 


rwA HS | UWA 


-HILNOW_1N7NYUND 











Sdacers SINeryee hd Via 
NOIDA TONNHOXT AAYN 
JIItHIO PBS SIOTNMHIS CNY TISTa ANYN 
0808 OM an 











a eee eee Se 
ci |e ey Gee) See a 





#39OCHta 





OOS 


WEDS Wao? 


~Aa w~ ef Cf 


at 











| 
| 


Meer. lhese uniforms are sold at cost resulting in either 
a zero or negative gross profit. MNG bOtals cost 8 lO “each 
Meeranee tor this operation is reimbursed with appropriated 
funds leading to a break-even situation for the exchange. 
The report provides the sales, Goctieeels scales. Gross 
Dieorit, peyroll and bemefits, “other direct expense, net 
Spee Clothine store reimbursable cost, and inventory at 
S@emmtietires for the beginning and ending of the month. 


7. Navy Lodges 
iitemiavy Lodge report, Exhibit 4-10, is provided to 


those exchanges with Navy Lodges. tne “report “provides 
Pemees, cost of sales, gross profit, payroll and benefits, 
Seger direct expenses, and net contribution. tira d dase ome 


mee, the Navy Lodge system has been set up aS a separate 


entity from the Navy Resale System the Navy Lodge report 
mememaes building and equipment depreciation, and project 
Mrermezation, as well as, a charge for services rendered by 
Pier Navy Resale and Services Support Office. A total Navy 


Meee net profit or loss is presented. 


feeeeeeeCUTIVE LEVEL REPORTS 
Peeeewiave level reports are identical in format to those 
Meports received by Exchanges. 


Ds Regional Reports 


To Supervise the management of the regional 


exchanges the region receives a consolidation report i @ een 


ee? 
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meaon as well as copies of each exchanges operating re- 
ports. The regional consolidation report is an aggregation 
mame regional exchange'’s reports along with the regional 
Seetace reports. tiemreotomalvoligecer reports are not Within 
Meemscope of this thesis. However, they are consistent with 


the reports received by each exchange. 


jig Headquarters Reports 


To oversee the management of all exchanges, head- 
Quarters level executives receive a worldwide consolidation 
meageme, 2 continental United States consolidation report, 
mmmeeoverseas consolidation report. In addition, if neces- 
Sary, headquarters executives have access to both regional 
@eeerts and individual exchange reports. 

Besides the operating statements the headquarters 
Meeleexecutives receive a comparative balance sheet, this 


year to last year, at the end of each year. 
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V. COMPARISONS, CONCLUSIONS, AND RECOMMENDATIONS 


Pee NT RODUCTION 

Mieenis chapter, a comparison of the Navy financial 
Operating reports is made with those prepared by the private 
Gieeepublic sector as well as with the National Retail 
Meee mantcs Association (NRMA). Wines tinal ssectalon GO ste s 
chapter presents conclusions and recommendations based _ on 


memcomparison. 


Peco OMPARISONS 
iWeeeeetail Merchandise Reports 

ecco Omen Similar to tne Department Total Company 
Momeni bution report, as described in Chapter II, is not 
prepared by NAVRESSO nor was it provided by any of the 
Memvate or public sector retailers thus eliminating any 
Seomparisons. 

Tne Department Contribution by Selling Location 
meport, dese pede in) sehapter sll, thew = NAVRESSO Retail 
Departmental Operations report and similar reports provided 
Pomeethe private and public sector are compared here. Those 
items such as, a month-to-date dollar sales amount which are 
common to the NRMA, and the private and public sector 


mameomes are also found in the NAVRESSO report, except mark- 


down dollars. Of those items that are common to at least two 


DES 





a 


i —=——__ 


a ee 


@emmene three private and public retailers and the NRMA, only 
paeenventory turnover figure is not provided by NAVRESSO. 
Meeme are four items which were common to at least one 
fierace Or public sector retailer and the NRMA which are not 
meeewrded by NAVRESSO: markdowns dollars last year, sales per 
witemestoot, and gross profit per square foot for this year 
mmemeoross profit per square foot for last year. 
2. Expense Reports 

itimecmapter IV ait was stated that there are no 
expense reports provided by the Navy Resale and Services 
Support Office other than the limited expense breakdowns 
provided 1 ii Shem Pa ane Store Beports. Therefore, 
@emparisons provided in the following section are between 
M@@eeNational Retail Merchants Association and the public and 
private sector companies. 


a. Comparative Statement of Operating Expenses by 
Expense Center and Subcenter 


The May Department Stores Company and the 
Company desiring to keep their reports confidential provided 


Mmpests Similar to the Comparative Statement of Operating 


Expenses bia Oenses Center andes mlle@en fer. The May 





Department Stores Company report is similar to the statement 
suggested by the NRMA, however there are some changes and 
ei tions. oecmmenhere ts decolumm for rankine of expenses 
within the companies other branch stores. Second, instead 


of Sewmeommnene plan and last year dollar amount and 








percentage to sales, the May Company report provides’ the 


difference, Petter Or “worse, Enan plan and last year in 
femerars and as a percentage to sales. Fanalliy==a Column 
Paves the percentage change in expense dollars, actual 


versus last year. 


b. Comparative Statement of Operating Expenses by 
Maeueal Doyvision 


The Army and Air Force Exchange Service Expense 


Analysis Statement eA Ss ahletlesie to the NRMA Comparative 


pete ment eg Operating Expenses js Nevetbectl Day eS Mon Lhe tina & 


MMeMPAAFES report provides current period and year-to-date 
expense dollars and expenses as a percentage of sales by 
natural division and a last year year-to-date percentage of 
Bemes. Besides the figures provided by the AAFES report the 
[wee report provides budget and budget variance in dollars 
and as a percentage of sales as well as a last year dollar 
amount. iiemmicdec so: cCotMen a spudeet or budget variance on 
Mewar iS report does not allow evaluation of information in 
mettaon to objectives as stated in Chapter [I under 
improving the effectiveness of management reports. 
Ger Other Expense Reports 


The Expense Center Report, Expense Center 


fegoaductivityvy Report, Expense Center Report Piexi bles Budget, 


pager avroll and Production Summary have no private or public 


sector reports with which to be compared. Tiere Cs Penny 


Company Lepore and a report from the company requesting 





@emeidentiality were both expense reports by natural 
Mees on within an expense center. Though these type 
reports were not suggested by the National Retail Merchants 
Mreertation the Retail Accounting Manual stated that some 
firms would want to make changes in the form of 
Deesentation. 
3. Cost or Non-Retail Merchandise Reports 
iimetnis area only the NRMA and the public sector 


Beeeeecor, AAPES, provide reports to compare to NAVRESSO 


momorts. 


The NRMA Workroom and Cost Department Operating 





Statement is heavily oriented towards workrooms which are 


rarely seen, or may even be non-existent within Navy 


Exchanges. Mic na Or oti eeat interest im, the NRMA report 
Memeeenat after direct gross profit is computed, operating 
expenses by expense center are subtracted to determine 


Mmiemenine profit or loss for cost selling departments. 

mimeeomparine the AAPES @ost department operating 
Memeement with the NAVRESSO Service Departmental Operations 
and Service Department Benefits and Other Direct Expense 
reports there are several differences. Biases A bis o opr O— 
[mes a separate report for each of its cost operations, 
Meeod, Services, and Vending), whereas NAVRESSO places all 
Mest departments in separate sections on the same Shee 
second, NAVRESSO has further segregated its Services depart- 


feweceinto Barber Shops, Beauty Shops, Gasoline Operations, 
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fuememeRe pair, Optical Shops, Fliower Shops, Food Operations, 
Personalized Services, and Vending Operations versus’ the 
three listed above for AAFES. ied a oelacemiO he ad irec T 
expense categories than NRMA's natural divisions while 
NAVRESSO has fewer categories than NRMA‘s natural divisions. 
iepaeey, the NAVRESSO reports provide figures for budget, 
mmemal, and last year for the current month and year to date 
Sime the AAFES reports only provide actual for the current 
month and year-to-date. 


ae meanch Store Reports 


In comparanom NRMAS “Individual Store oer om 
Operating Statement, the ) branch “operating statements 
meomeraed by J. C. Penny Stores Company, F. W. Woolworth 


Sompany, and Army and Air Force Exchange Service as well as 
Miteee Navy Resale and Services Support Office statement it 
meld be noted that each private sector retailer, AAFES and 
the NRMA segment leased sales. This segmentation is done on 
@@eeindividual operating statements; except for AAFES where 


it Ss done on Eine sia iy Sas ee aid Seems ros. Se aclement. 





NAVRESSO does not segment leased sales. Gross profit is 
shown as sales minus cost of sales giving gross profit = on 
mgemec. Penny Stores, AAFES, and NAVRESSO statements. On 
the F.W. Woolworth Company and NRMA statements gross profit 
Me shown without cost of sales. inemeeetaitkensc tise dit 


ferent methods of reporting expenses. eer enn y “obOLles 


ees 





pier izes expenses in natural divisions. F. W. Woolworth 


Company and AAFES list expenses in natural divisions and 


eepaiVisions. The National Retail Merchants Association 
Mees expenses by expense center. The Navy Resale System 
imest s Ss pemses De ale ipa eG ie ton. «4 md subdivision. 


29. Executive Level Reports 
a. Total Company Balance Sheet 
A total company balance sheet as presented by 

M@emNRMA Was not received from any of tne public or private 
Beeeore retailers. A typical balance sheet was received from 
@e@emearter Hawley Hale Stores, Inc. which compares this year 
Mmemeetast year and plan. A similar balance sheet is also 
meortaed by NAVRESSO, however, it only compares this year to 
meee year. 

b., Condensed Income Statement 


Viteneeecompal 1 ileene  COonMcemscdm income, “Statemen fs 


Meeerded by the J. C. Penny Stores Company, the May 
Peedrtments Stores Company, and Carter Hawley Hale Stores, 
imc . with the National Retail Merchants Association 


Momdensed Income Statement little difference is found in 
Bie information provided. The information provided on the 
Army and Air Force Exchange Service and Navy Resale and 
Service Support Office condensed income statement is pre- 
sented ina different format. Instead of summarizing all 
departments data AAFES segments retail, Peo Services.) and 


vending department data while NAVRESSO segments retail and 


Ih Sie 





Seeeces data, Besides this segmentation each public sector 
retailer then reports general expenses leaving exchange net 
earnings. Litton Ay KiooUmne Doris provide Ene Same Ly pe 
Memeearrsons as the private sector and NRMA reports, ie. this 
Meare last year, plan, and variance to plan. 

c. Total Company Income and Expense Statement 


Mieme ve wee TO Mie poL cu cuma lar to the NRMA Total 


Company Income and Expense Statement. 


eC ONCLUSIONS, DISCUSSION, AND RECOMMENDATIONS 
meee sctail Merchandise Reports 
elena tment tomas Company Contribution Report 
Recommendation: 
medepartment total company contribution report pre- 
Saeed in Chapter II, Exhibit 2-1 should be adopted at 
mimes time. PHReMrepiOmms sUhstnbweion would) be limited to 
meee: activities that perform “significant purchasing 
functions such as regions and independent main Exchanges 
Mee under a region. 
ie mete DOL wecOmpUbeSo a Gross prolito@marsin for 
Peaen department and then subtracts that feparement s direct 
Memenandising payroll and promotional expenses to determine 
peeve partmental contribution. Steimaerepore would be mean= 


ingful in the Navy Resale System. 


femeceated in Ghapter Il a buyer s performance 


must be measured. Gime Measurement 1s poss@dolbe, to a 
imma ted extent, eo) Scie —eMiante Ne Netar:  Vepartmental 
Pperations report. However, it does not include any direct 
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femeeandising payroll or promotional expenses. The recent 
Me@eersion to a more regionalized system of purchasing by 
Meow ilavy &xchange System, facilitates a reasonable alloca- 
Meo OL a buyer's and related staff members payroll to a 
Pemeem department. 

AS for promotional expenses the Navy Resale 
Peeereem Has traditionally spent little in advertising, using 
Meme OL sale display almost exclusively to reach its 
market. In the past few years more and more dollars’ have 
Beem Spent on the direct mailing of advertisements to 
Oeerons. ilthough direct mail advertising is not as costly as 
radio and television advertising, direct mail is becoming a 
Meee significant item and is in need of more control. 
Tracking of the direct merchandising payroll and promotional 
expense will provide management with the information to 
Memerol direct merchandising payroll and promotional expense 
as necessary. 


b. Department COleatpiEHolEo vw sel laine location 
Report 


recommendation: 


imivemtory turnover, sales per square foot, eross 
Meeent per square foot for this year, and gross profit per 
Square iooreetor dast vear be added to the Retail 


Pepostmental Operations report. 


ice t Ati Depot LMent ame DenaAbtons report, § Ehe 


Baw@ivalent of the NRMA's Department Contribution by Selling 


Meenttom report, does not provide six items of statistical 


mieormattom, listed above in the comparison section as being 


eee 





iF 


a — ————— 25 





provided by the NRMA Si tepupDl Pes cand. "private sector 
Geeailers. 

based supoem Ehis research the author concludes 
Mmeeeot ithe six items listed, the two markdown dollar 
meres can be eliminated from consideration for inclusion 
Mumeeeie Ketail Departmental Operations report. A markdown 
Pem@eentage to sales figure is provided and is the more 
useful figure when reviewing or budgeting markdowns since 
markdowns are budgeted as a percentage of sales. 

Mimo role Lemos mInventony Lurnover, sales 
Pemeesquare foot, gross profit per square foot for this year, 
mmomeeeross profit per square foot for last year, can be 
@ee@ed to the report by removing the beginning-of-month 
[meremctory figure (which is already available under the 
heading End-of-Month Inventory on the previous’ months 
menor t ) eden Leducine the size Onn the department Ex tle 
eolumn . Mom rNVeEnNLOry turnover figure is needed, it is an 
midredtor of departments with dead stock that needs manage- 
Moire, action. the sales per square foot and gross profit per 
square foot figures are needed to ensure management properly 
Mimeoecates fLloor and shelf space to the items that are sel- 
iene eas well as generating profit for the store. 

Peserdess the  lack»of statistical figures, the 


NRMA Department Contribution by Selling boca on mare pore 


subtracts various direct selling expenses from each depart- 


Los 





ment before coming to a departmental contribution for each 
department. A comparison of the NAVRESSO Retail 
Weipentmental Operations report shows that direct selling 
egemse 15 not subtracted from each department. This is- 
‘[reopriate because of the size of each Navy Exchange 
department. At all but the very largest exchanges’ one 
person may handle several different departments. At some of 
Ene smaller exchanges one person may be responsible for 
mem department in the store. However, total retail depart- 
ment gross margin minus direct selling expenses giving a 
meme retail department contribution is presented on the 
meet Operations report and is discussed later in this 
@mapter. 
2. Expense Reports 
a. General 
Recommendation: 


A system using expense centers and natural divisions 
be implemented. 


The Navy Resale and Services Support Office does 
imeieeprovide comparative expense reports. From this lack Of 
GComparative expense reports indicates that expense analysis 
is an area in need of revision by the Navy Resale System. 

Nowestated in Chapter Ll expense accounting 
Mmaproves profitability through the control of operating 
expenses. This is done by accumulating operating expenses 


e : ' — 
imtea expense centers and then holding the center S manage 
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fom cesponsible for controlling expenses by comparing 
actual to budgeted and prior years' figures. It was also 
pointed out in Chapter II that there is only limited useful- 
ness of comparisons among stores when using natural divi- 
Seems DECause of the diversified manner in which stores 
perform identical activities. 

The Navy Resale System branch store reports use 
G@i@asa-natural divisions in the expense section of the 
report, instead of expense centers, to hold its managers 
g@eeountable. The suse lob natura leecavicaons could Be  areued 
for when each Exchange was considered a separate entity and 
pro-rations would have been extremely difficuit, but = now 
that most Exchanges have been formed into regions and the 
M@eo-cation problem has been significantly reduced the argu- 
Meets more difficult to justify. 

Though implementation of this system is not 
Meeemin the scope of this thesis it is realized that there 
Met in all likelihood be major resistance to a change of 
this magnitude. However, if the Navy Resale System is to 
Bian competitive with other major retailers the change 
must be made so that adequate comparisons can be made with 


Mervate and public sector retailers. 


9s 





b. Comparative Statement of Operating Expenses by 
Pepemse Center and Subcenter 


meconmmendation: 


A modified version of the Comparative Statement Os 
peootine §6€—6cExDenses by Expense Center and Subcenter 
Peesented in Chapter II, Exhibit 2-4B be adopted. 





Rie wave kescale wand oehvtecese Support Office does 
Mot provide a comparative statement of operating expenses by 
Seepemse center and subcenter. 

To maintain the current level of support to the 
Navy Welfare and Recreation funds the Navy Resale System 


Pepe De Competitive with other retailers in the private and 


Poeetc )6hSCCtOr. To be competitive the Navy Resale System 
must HMemeable —to compare dts operatines and financial 
Mees ticsS with that of other major retailers. To make 
these MeGessary COmMparisons a report -Similar to the 


Comparative Stateuient Om Operatine Expenses by Expense 


Memieer and Subcenter is needed. The specific subcenters 





used in the report would be modified to better correspond 
With the Navy Resale System. For example the use of  sub- 
Memmeers 425 (Radio) and 426 (TV) would be eliminated. The 
Meee of the statement's format is suitable. 


@eeeeomparative Statement of Operating Expenses by 
Natural Division 


meocommendation: 
fete na recommended Eat ea. modi: we d Wwe Selom. © OF the 


Comparative Statement of Operating Expenses by Natural 
WE ston presented in Chapter 11, Exhibit 2-5 be adopted. 


oe 





The Navy Resale and Services Support Office does 
not provide a comparative statement of operating expenses by 
meer al division. 

MVMoOuUctmcomnarisons by Watural divisiom are not 
as beneficial as comparisons by expense center they are 
meee Of tse when analyzing expenses. Therefore a report 
Siemmeas the Comparative Statement of Operating Expenses by 
Natural Division is needed. The report should be modified 
femeere ding at least one natural division for utilities 
Meeatse or the major emphasis now placed on utilities 
expense. [pOumeaceNOotNcomipartsomewtth other major retailers 
Mipeeeclimination of natural divisions provided in the Retail 
Mecounting Manual is not recommended. The rest of the state- 
ment s format is suitable to the Navy Resale System. 

jmereeoehner Expense Reports 
Recommendation: 

The other expense center reports be phased into the 
Sestem as soon aS management considers it feasible but no 
later than one year from initial implementation of the 
proposed system. 

The Navy Resale and Service Support Office does 
Hee provide an Expense Center Report, People Moc Cenrcr 
Productivity Report, Expense Center Report Flexible Budget, 
Sema Payroll and Production Summary. 

Memmerocesteds im Chapter ti each of the above 


. 7 
Peports is necessary to the proper management of a retail 


Smesanization. Hic cDelSe me CemremynhepOle Ls necessary to 


IL 





ee | EE 


mepert expenses within an expense center and to give feed- 


back on management of the expense center. The Expense 


Center Productivity Report provides feedback with specific 


productivity measurements for those areas where production 
Peres Can be set. The Expense Center Report Flexible Budget 
establishes the budget used on the Expense Center Report. 
Mitewerayroll and Production Summary provides a breakdown of 
payroll expenses -- normally the largest expense in every 
expense center. Given the magnitude of change required by 
PMis mew expense accounting system it would be better to 
phase these remaining expense reports in over time. 
Seeeecost or Non-Retail Merchandise Keports 

fnieemecost or mon-retall Merchandise reports require 
modification to be compatible with the recommended change to 
miemexpense accounting system and the treatment of leased 
Sales and commissions in Chapter Il. 

Bpemeoervice Vepartment Operations Keport 

Recommendation: 


“ee poet scimitar to tne Service Department Operations 
Mmeeonte shown in Exhibit 5-1 be adopted. 


The pervice UVepartmental “Operations report 
presently aggregates all sales, cost and leased. It also 
aggregates cost departments gross profit and leased depart- 
Memts Commissions. To show a more accurate picture of owned 
versus leased sales and related gross profits the sales and 


commissions of leased operations should be separated from 
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owned operations. The current report does give a breakdown 


Sueeeservices payroll, employee benefits, CLrikew ld ir ee t 
Peemensce, and depreciation before computing the net depart- 
femeat contribution. These four divisions of expense are 


iemenecessary when holding management responsible by expense 
omeet instead of by natural division, therefore a single 
@omeymm titled expenses is all that is required. The new 
service Department Expense Center Report will give a break- 
down of expenses by expense summary. 

De cervice Department Expense Center Report 


mecommendation: 


peeeeeport Similar to the Service Department Expense 
Memter Report shown in Exhibit 5-2 be adopted. 


The natural division expense breakdown on the 
@merent service Department Benefits and Other Direct Expense 
meen is Ot necessary when managine by expense centers. 
The natural division breakdowns should be replaced with 
expense summary breakdowns and a column should be added _ {for 
Mer ace ware rate until the Payroll and Production Summary 


memmort iS produced. 


meeeramcn otore Reports 
Chapter If recommended change to the expense 
@ecountine system and the separation of leased sales and 
commissions from owned sales and gross” profit. Current 
branch store reports requires modification to make them 


compatible with the recommended changes. 
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qeeeerecrtailt Operations 


Recommendation: 


fmeeceport Similar to the Retail Operations report 
feown an Exhibit 5-3 be adopted. 


Mie etal Opemattons report, the equivalent of 
m@emekMA Individual Store Location Operating Statement, does 
not show leased sales or commissions separately from owned 
departments. Louise tndteared saimeGmapter Ll, to show a crue 
picture of sales and related gross profits the sales and 
Commissions of leased operations should be separated. In 


addition Miu Ne tail “Openpattoness report currently “lists 


Peepemses by natural division versus expense summary. Again 
when managing by expense centers, instead of natural divi- 
meee a breakdown by expense summary is more beneficial. 


Mie a Payroll and Production Summary report is put into 
use: man month equivalents, average wage rate, and dollar 


sales per equivalent man month should be reported on the 


[peel Operations report. 


teeorer Vices Operations 
Recommendation: 


MEG Pose Similar to the Service Operations report 
pelown in Exhibit 5-4 be adopted. 


[iitemeecliiangses mecessary on the Service Operations 
me mor t Me-mealnocte identical “to those om the Retail 
Operations report. The only exception is that man month 


equivalénts, average wage rate, and dollar sales per equiva- 
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meee man month listed on the Retail Operations report are 
reported on the new Service Department Expense Center report 
mmieare mot meeded on the Service Operations report. 

c. General Expense Payroll and General Expense 


Peconmendation: 


itive “General Expense ey Or era Tee me haul Beovieh sie 


reports be eliminated. 
The General Expense Payroll and General Expense 
reports are no longer necessary: The information would be 
available on the new expense reports. 


d. Operating Statement (Excluding Retail Clothing 
Stores and Navy Lodges) 


meecommendation: 


eee porescime lar to the Operating Statement shown in 
ment bit 5-5 be adopted. 


The changes necessary on the Operating Statement 
@res almost identical to those on the Retail Operations 
meport. iiewonly exception 1s that allocation of  resional 
mad headquarters expenses as well as centrally funded 
exchange expenses would be subtracted and other income would 
femeeadd@ed to the location contribution to give a total 
Swelmange net profit or loss. 

e. Retail Ciothing Stores and Navy Lodges 
Recommendation: 


The Retail Clothing Stores and Navy Lodges report be 
changed to separate owned sales and gross’ profit from 


leased sales and commissions as well as reflect expense 
Summaries versus expense natural divisions. 
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Pecteiaic  hetailestores, “retail clothing stores 
and Navy Lodge's could be operated as leased operations. or 
Owned operations. Therefore for uniformity owned sales and 
gross profit should be separated from leased sales and 
commissions. As before expenses should be changed to 
reflect expense summaries. 

9. Executive Level Reports 
a. lfotal Company Balance Sheet 
Recommendation: 
eee port similar to the Total Company Balance Sheet 
Meecented in Chapter II should be developed for use at the 
Hheadquarters level of the Navy Resale System. 

The Navy Resale and Services Support Office does 
Mereeprepare a total company balance sheet. 

Some ScatecamertumeGhapeenms [1 HPthe total company 
BDameatice sheet is considered necessary for management. The 
trend format of the balance sheet allows management to more 
Sestly spot problems. fies totale Gempany Balance Sheet 
presented in Chapter II would need some changes such as the 
removal of income taxes and deferred income taxes since they 
Meeeenmot applicable to the Navy Resale System. Crees 


miamees might include revisions to column names and _ the 


meeetble addition of other financial ratios. 
b. Condensed Income Statements 
Recommendation: 
A condensed income statement be prepared by aggre- 


Beating at the worldwide level the Operating Statement 
proposed in this chapter. 


L4a7 





Changes to the current Navy Resale System 
@merating statement necessitate changes to the current 
NRS condensed income statement. 


The Navy Resale System condensed operating 


Eeaeement is a worldwide aggregation of operating 
Statements. TEvswemethedumeonr  mAgoreoatine “at ditfterent 
[Mewels, but using the same format, is consistent with 
eiapter It. lOmmmpaOve “ENe= etnectiveness “of reports, 


[memnorm formats should be established for all reports so 
Mieweett is easy for an executive to follow one report to 
another. BeiscumeOgmeuneuamalysis in Chapters Ll through V 
meeommendations were made for changes to the Operating 
Meeeement. it follows that these changes will be reflected 
Mmimeene condensed operating statement. 
wee lotro Company income wand Expense Statement 
Recommendation: 
ae Ose e company income and Expense Statement similar 
Momebat presented in Chapter II Exhibit 2-13 be prepared 
for executives at the headquarters level. 
ivemiavy Resale and Services Support Office does 
Memeprepare a total company income and expense statement. 
iitotcmm mo reports similar to the Total Company 


mieome and Expense Statement were provided by either the 





Mupllic or private sector retailers; this author agrees, with 
mre National Retail Merchants AsSociation, Phat there TS a 
need for such a statement. Nomwacwotared in Chapter Il the 


mepork provides a quick overall picture of the operating 





Mesults in a trend format. (igeewetends to Waohlicghee poten 
tial problems and allows the executive to take faster action 


memeerrect a problem. 


PeeeecLOSING REMARKS 

The author does not recommend that changes to the Navy 
Resale and Services Support Office financial reporting 
system be made entirely on the basis of this thesis without 
Peapensive cost benefit analysis into the areas discussed in 
the above recommendations. Ihomen thes empmasis of this 
Mmeets was in the area of what financial information should 
be available, and not how it would be implemented, thought 
was given to the area of implementation before each recom- 
mendation. Though there may be resistance to changing the 
meemefinancial reporting system by staff that currently use 
Memeeewith strong support from the Commander of the Navy 
Resale and Service Support Office the implementation of the 
eManees would be successful and as demonstrated in this 


mimesis useful. 
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APPEND EX cA 


GROSS MARGIN COMPUTATION 


This manual suggests several specific departmentally-grouped gross Margin results 
rather than condensing all of these group figures into a single total. To the extent that the 
groupings apply to each individual selling location, they are set forth separately, as follows: 

1. Gross Margin—Owned Retail Departments 

2. Gross Margin—Owned Cost Departments (including Contract) 

3. Gross Margin—Leased/Licensed Departments 

As a general rule, gross margin for owned departments is derived by subtracting from net 


sales the following: a) total net cost of merchandise sold, b) workroom loss or gain, and c) 
other cost of sales. 


1. Owned Retail Departments 
The net cost of merchandise sold for owned retail departments is obtained as follows: 


a. Merchandise inventory at gross cost (before cash discount) atthe 
beginning of the period $ 


b. Net merchandise purchases at gross invoice cost for the period 


Inward transportation cost on merchandise purchases for the 
period 


Total—Sum of a, b, andc = 
Merchandise inventory at gross cost, at the end of the period 


f. Amount (d) less amount (e), such difference being the gross cost 
of merchandise sold for the period $ 


g. Cash discounts earned 


h. Net cost of merchandise (f-g) $ 


The net cost of merchandise sold for owned retail departments is obtained by subtracting 
the cash discounts earned on merchandise purchases from the gross cost of merchandise 
sold. 


The calculation of the amount of cash discounts earned on purchases is to be deter- 


mined as follows: 
—Merchandise of retail inventory departments should be carried in Inventory on a gross 


cost basis—that is, before cash discounts. 


—As a corollary of a), discounts may be taken Into income only as earned. Consequently, 
it is necessary to maintain a reserve for unearned ciscounts to apply against the 
inventory account carried on a gross cost basis. To do otherwise would be to overstate 

"gross margin in some years and understate it in others. The computation of the 
unearned discount should be based on the average rate of discount on purchases by 
deoartments during the period, considering also discounts applicable to the opening 
inventory. 


To determine the total merchandise costs for retail inventory departments, it is neces- 
sary to add net workroom loss cr gain and other cost of sales, if any, to the previously- 
established gross cost of merchandise sold. 
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2. Ownea Cost Departments : 


In the instance of cost departments, purchases are normally entered net of cash dis- 
counts, if any. The total merchandise costs for owned cost departments is obtained as 
follows: 

a. Inventory at net cost at the beginning of the period 


The inventory should be priced at net cost or market, whichever is lower. 
b. Purchases at net cost for the period 


include here all purchases of materials and supplies, less returns and ailow- 
ances, trade discounts, and cash discounts. Include also ali direct labor and other 
production costs. 


Transportation cost on purchases for the period 
Total sum of a, 6, andc 
Inventory at net ccst at the end of the period 


mp ao 


Amount (d) less amount (e) 


This difference is the total merchandise cost of owned cost departments, after 
cash discount, for the period. 
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EXPENSE CENTER ACCOUNTING 


A. Introduction to Expense Accounting 


The primary objective of expense accounting is control through the accumulation of 
Operating expenses by major areas of responsibility. This accumulation is necessary because 
a prerequisite for controlling expenses is the identification of responsibility forthe incurrence 
of the expenses. After expenses are accumulated by major areas of responsibility and iden- 
tified with the individual executives responsible for each Operation, performance can be 
measured by comparing actual expenses incurred with planned and prior years’ results. 


The basic framework of the chart of accounts consists of a breakdown of total operating 
expenses first into expense summaries and then into expense centers and sub-expense 
centers which conform to the areas of responsibility within a retail store. 


The chart of accounts provides for ten major categories (expense summaries) for the 
accumulation of expenses, as follows: : 


010 Property and Equipment 

100 Company Management 

200 Accounting and Management Information 

300 Credit and Accounts Receivable 

400 Sales Promotion 

500 Service and Operations 

600 Personnel 

700 Merchandise Receiving, Storage, and Distribution 
800 Selling and Supporting Services 

900 Merchandising 


As shownin Exhibit 1 atthe end of Chapter!, for companies that want a further breakdown 
of expenses by responsibility, 44 expense centers and 22 sub-expense centers are proviced 
within the ten expense summaries. This expense breakdown provides companies with a 
degree of fiexibility in the recording and reporting of expenses. 


The total expenses within each expense summary or expense center are classified by 
“natural divisions of expense.” Tne chartofaccounts specifies 17 natural divisions of expense 
(described more fully in Section D). 


Not all of the 17 natural divisions are included in every expense center. Some natural 
divisions—media costs, bad debts, pensions, and real property rentals— are restricted to only 
one expense center, while other natural divisions—payroll, supplies, unclassified, and travel 
—are incluced in most expense centers. 


inadditiontothe 17 basic natural divisions, three additional natural divisions are provided 
for the redistribution of expenses between expense centers. Costs are accumulated tn each 
expense center by the various natural divisions of expense. Whenever practicable, it 1s 
advisable to make charges directly to the various expense centers. Occasionally it is necessary 
to effect a transfer of expense from one expense Center to another in order to reflect properly 
the actual operating costs of the expense center. When such a transfer involves an expense of 
a single natural division, the debit and the offsetting credit to the expense centers involved 
should be made through the particular natural division involved. However, when the amount 
to be transferred out of an expense center is the composite of several natural divisions, then 
the credit to the expense center should be made in Natural Division 91 - Expense Transfers 
Out, and the debit or charge to the other expense center should appear in Natural Division 90- 
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Expense Transfers In. For example, data processing provides services for various expense 
centers such as accounts receivable and merchandise control. Therefore, Expense Center 
280 - Data Processing includes Natural Division 91 - Expense Transfers Out while Expense 
Centers 340- Accounts Receivable and Bill Adjustment and 930 - Merchandise Control include 
Natural Division 90 - Expense Transfers In. Natural Division 02 - Allocated Fringe Benefits has 
been provided to facilitate the allocation of fringe benefits so that fringe benefits may be 
correlated with payroll in each expense center. 


Every expense item is assigned or coded with a basic five-digit number, as wlll become 
clear after reading Section D of this chapter. The first three digits represent the expense center 
charged with the expense, and the last two digits represent the natural division involved. Thus, 
the payroll (Natural Division -01) of the coniroller (charged to Expense Center 210) is coded or 
identified as 210-01. 


The description of each expense center includes an Introduction which describes the 
content and nature of the work of each expense center as well as the type of expenses to be 
accumulated therein. In determining where charges should be made, especially those relating 
to payroll, the user of the manual should read the description of work operations and the 
description of payroll charges in each expense center. 


In establishing a basis for accumulating expenses in each expense center, a decision had 
to be made whether to provide for all conceivable costs related to that expense center or to 
recognize only the major portion of costs. In certain expense centers, the accumulation of 
costs approaches the all-inclusive basis. In most other centers, however, some costs are 
excluded because the work required to make the finer segregation would probably not be 
worth the effort. For example, the delivery and data-processing expense centers include all 
the equipment costs associated with the work of those centers, while the equipment costs 
associated with the accounts receivable and bill adjustment expense center are excluded. It 
should also be noted that in no case—even in those centers where the full cost concept is 
approached—can it be said that every item of cost has been provided for. 


The concept of expense accounting outlined above has guided the development of a 
practical manual that takes into consideration management's need to minimize clerical costs 
as well as to obtain vital accounting data. 


B. Revisions in Expense Centers 
The major revisions in expense centers are as follows: 


1. The establishment of ten expense summaries 

2. An increase in the number of expense centers from 23 to 44, plus 22 sub-expense 
centers, making a total of 66 expense areas of activity 

3. The establishment of a management expense center within each expense summary 
(except 010), such as 110, 210, etc. 

4. The establishment of a separate expense center for Data Processing, 280 

5. The designation of five expense centers as equipment-intensive centers and the 
assignment of the depreciation, equipment rental, and outside meintenance and 
equipment service contract natural divisions to those five expense centers. 


Following are brief descriptions of the five major revisions: 


The establishment of ten expense summaries is intended for those smailer companies 
and single-unit speciality stores which do not require the detailed breakdown provided by the 
66 areas of activity. For smaller companies, the costs of maintaining the detailed Information 
Outweigh the advantages provided by the more detailed breakdown of expenses. 


The increase in the number of expense centers from 23 to 44 (plus 22 sub-expense 
centers) is provided as a guide for larger companies which desire a more detailed breakout of 
expense centers. The increasing importance of controlling expenses has fed to a desire for a 
finer breakdown of expense centers so that responsibility can be more strictly assigned and 
monitored. With the increased use of electronic data processing, the task of accumulating 
expenses has also become easier. 

At the same time, the new structure provides for more detailed fan-out possibilities for 
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those larger stores which need a breakdown of more than 66 expense centers for their internal 
reporting purposes. For example, within Expense Center 210 (Control Management, General 
Accounting, and Statistical), a store may provide expense centers for Control Management 
(211), General Accounting (212), and Statistical (213). For external reporting purposes, 211, 
212, and 213 would be summarized in 210. The Accounts Payable expense center (230) may be 
broken out into an Order Office (231) and an Invoice and Payment Office (235), which would 
then be summarized in 230 for external reporting purposes. 


A“‘management" expense center whose last two digits are 10 is included in each expense 
summary (except 010) to accumulate the supervision and other management costs of opera- 
tions, such as fees paid for hiring executives, and dues, and subscriptions, etc. 


In providing for the allocation of payroll costs to the management expense centers of the 
respective expense summaries, it was determined that those executives who report directly to 
the chief executive officer and who represent the policy making level of the company should 
be charged to payroll in Expense Account 110-01 instead of in their respective expense 
centers. For example, in larger stores where vice presidents-merchandising for fashion mer- 
chandise and hard goods oversee the merchandising function of the various departments and 
determine the merchandising philosophy of the store, their payroll would be charged to 
110-01 instead of 910-01. 


For the purpose of reporting statistics to outside financial services and trade publications, 
the ‘'10'' expense Summaries Serves as an accumulation of all other expense centers within a 
particular expense summary. If a company uses an expense center within an expense sum- 
mary and chooses not to use ail of the expense centers within that expense summary, then it 
should use the 10 expense center to accumulate all of the expenses identified with the specific 
centers that it chose not to uSe. For example, if a company chooses to break out only Branch 
Management (130) within the Company Management expense summary, then Internal Audit 
(140) and Legal and Consumer Activities (150) should be accumulated in Expense Center 110 
along with Executive Office. 


A separate expense center for data processing has been included in the revised chart of 
accounts. Accounting and data processing were previously combined in Expense Canter 210 
and no provision existed for transferring data processing costs to other expense centers. In 
recent years, the data processing function has assumed the performance of many functions 
outside the accounting expense center, such as billing and credit authorization in Expense 
Summary 300 - Credit and Accounts Receivable, and Merchandise Control in Expense Sum- 
mary 900 - Merchandising. Therefore, aseparate expense center for data processing has been 
added in the revised edition, including a provision for the transfer of expenses to the expense 
center served by data processing. 


Most data processing costs (including program maintenance, but excepting research 
and development, the costs of reruns caused by data processing department errors, and the 
net underutilized capacity of the data processing center) should be allocated to other expense 
centers. Therefore, the only costs remaining in the data processing expense center will be the 
residual costs — that is, underutilized capacity, research and development, etc. 


This manual does not recommend any particular basis for the allocation of data proces- 
sing expenses. The use of elapsed time for each EDP application performed for other expense 
centers would seem to be the most appropriate method. Where a specific EDP application 
benefits more than one expense center, another relevant allocation should be made. 


Five expense centers are identified as equipment-intensive expense centers—that is, 
expense centers where equipment represents a Significant investment and where a major 
portion of the work operations of the center has been mechanized. These expense centers are 
as follows: 


280 Data Processing 

550 Telephones and Communications 
720 Receiving and Marking 

750 Shuttle Services 

880 Delivery 
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Natural Divisions 13 - Depreciation and 17 - Equipment Rentals have been assigned only 
to these five expense centers, and to the two property and equipment expense centers (020 
and 030). Depreciation and Equipment Rentais for all expense centers other than the above 
five should be charged to 020 or 030 - 13 and 17. Natural Division 18 - Outside Maintenance 
and Equipment Service Contracts has also been assigned to these five expense centers. 
Outside Maintenance and Equipment Service Contracts for all other expense centers should 
be charged to 580-18, Maintenance and Repairs. 


Cc. Transfers of Expenses Between Expense Centers 


Since the primary emphasis of this manual is effective expense control rather than the 
identification of the total cost of each activity performed, the manual generally follows the 
principle that all expenses shall be charged to the center where the work is done, with no 
transfer being made when work is done for the use and benefit of another center. However, itis 
occasionally necessary to effect a transfer from one expense center to another in order to 
reflect properly the actual operating costs of the expense centers. When a transfer involves a 
single natural division, the debit and the offsetting credit are made through the natural 
division involved. When the amount to be transferred out of an expense center is the compo- 
site of several natural divisions, then the credit should be made in Natural Division 91 - 
Expense Transfers Out and the corresponding debit or charge to the other expense center 
should appear in Natural Division 90 - Expense Transfers In. 

The chart of accounts contains Natural Division 91 - Transfers Out for the following expense 
centers, where transfers out are significant: 

289 — Data Processing 

550 — Telephones and Communications 

580 — Maintenance and Repairs 

880 — Delivery 


Similarly, the chart of accounts provides Natural Division 90 - Transfers In for the follow- 
ing expense centers: 

210 — Control Management, General Accounting, and Statistical 

220 — Sales Audit 

230 — Accounts Payable 

240 — Payroll and Timekeeping Department 

280 — Data Processing 

310 — Credit Management 

330 — Collection 

340 — Accounts Receivable and Bill Adjustment 

420 — Advertising 

430 — Shows, Special Events, and Exhibits 

720 — Receiving and Marking 

750 — Shuttle Services 

820 — Direct Selling 

930 — Merchandise Control 


The purpose of these transfer accounts, therefore, is to provide a means of effecting 
transfers or reductions in the total costs charged to an expense center without disturbing the 
other natural divisions. 

For example, Data Processing (Expense Center 280) contains account number 280-91 for 
Expense Transfers Out so that companies may credit here data processing costs allocable to 
other expense centers, such as: 

210-90 Control Management, General Accounting, and Statistical 

220-90 Sales Audit 

230-90 Accounts Payable 

240-90 Payroll and Timekeeping Department 

310-90 Credit Management 

330-90 Collection 

340-90 Accounts Receivable and Bill Adjustment 

930-90 Merchandise Control 
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Allocated Fringe Benefits (Natura Division — O2) 


In recent years, supplementary payroll benefits have increased. Since the magnitude of 
this expense per employee is substantial, a greater effort should be made to exercise control 
over the total of payroll plus supplementary benefits. To accomplish this and to focus super- 
visory attention on this problem, a separate natural division (02) has been created for allocated 
fringe benefits. Its position in the chart of accounts, immediately after payroll, will focus 
attention on the total of payroll and supplementary benefits; thus expense control efforts can 
be exerted accordingly. 


All of the actual expenses which comprise total fringe benefits are initially accumulated in 
their proper natural division in Expense Center 660 - Medical and Other Employee Services 
and Expense Center 670 - Supplementary Benefits. The 02 classification has been provided to 
permit the redistribution of fringe benefit expenses from Expense Centers 660 and 670 to all 
other expense centers having a payroll natural division. The offsetting credit to these charges 
should be to Expense Account 660-02 or 670-02. 


This allocation of total expense of Expense Centers 660 and 670 to each expense center 
should be based on the total payroll costs of each of the expense centers. 


0. Netursl Olvisions of Expense 


All expenses of operating a retail firm, whether an individual unit or part of a multi-store 
group, andall expenses of the centralized functions that are related to the operation of agroup 
of retail selling locations, are classified into one of the 17 basic natural divisions of expense. 
All of these, except 08 — Unclassified, are descriptive of a major category of expense, referred 
to hereafter as natural divisions. A separate basic natural division, 92 — Credits and Outside 
Revenues, has been established to provide for such credits to expense as may result from the 
receipt of outside revenue or from acharge to accounts outside the framework of the expense 
centers. 


The natural divisions of expense are as follows: 
Basic Natural Divisions 


01 — Payroll 
03 — Media Costs 
04 — Taxes 


06 — Supplies 

07 — Services Purchased 

08 — Unclassified 

09 — Travel 

10 — Communications ‘ 
11 — Pensions 

12 — Insurance 

13 — Depreciation 

14 — Professional Services 

16 — Bad Debts 

17 — Equipment Rentals 

18 — Outside Maintenance and Equipment Service Contracts 
20 — Real Property Rentals 

92 — Credits and Outside Revenues 


Additional Natural Divisions (Transfer Accounts - See Chapter il, Section C) 


02 — Allocated Fringe Benefits 
90 — Expense Transfers In 
91 — Expense Transfers Out 


The 17 basic natural divisions of expense together with three additional natural divisions - 
02 - Allocated Fringe Benefits, 90 - Expense Transfers In and 91 - Expense Transfers Out — 
provided for redistribution and offset purposes constitute the backbone of the system of 
expense Classification presented in this manual. 
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Brief definitions of the natural divisions of expense are given in this chapter. The integra- 
tion of natural divisions into the complete scheme of expense summaries and expense centers 
is outlined in Chapter Ill, Structure of Expense Centers. 


Revisions in Natursi Oivisions 
The major revisions in the natural divisions are as follows: 


Natural Division 17 - Equipment Costs has been changed to Equipment Rentals. 
Natural Division 18 - Outside Maintenance and Equipment Service Contracts has been 
added. 

Natural Division 15 - Donations has been eliminated and included in 08 - Unclassified. 
Natural Division 03 - Advertising has been changed to Media Costs. 


1. Natural Division 17 - Equipment Cests was provided in the former edition of the Retail 
Accounting Manual for the accumulation of all costs of major labor-saving equipment pur- 
chased for the purpose of substituting equipment for personnel. This natural division included 
the depreciation, rentals, and repairs applicable to major labor-saving equipment. That 
natural division has been changed from “Equipment Costs’ to “Equipment Rentals” in order 
to identify specifically by proper natural division all costs of rental equipmentinthose expense 
centers where equipment represents a Significant investment 


Natural Divisions 13- Depreciation and 18 - Outside Maintenance and Equipment Service 
Contracts have also been provided in those expense centers where equipment represents a 
significant investment so that all costs of owning or leasing and operating equipment are 
accumulated in those expense centers. 


Where equipment is a significant investment, it ls assumed that the maintenance of this 
equipment will also be significant, whether it is performed by the company's own personnel, 
through outside service contracts, or included under the terms of a lease for the rental of the 
equipment. 


2. Natural Division 18 - Outside Maintenance and Equipment Service Contracts has been 
created specifically for those expense centers where repair or maintenance work is performed 
by an outside company whether under separate contract or on a per-job billing basis. Such 
contracts tend to have an ongoing basis by contrast, instead of the incidental purchase of a 
service On an occasional basis which should be charged to 07 - Services Purchased. The need 
for a separate natural division for outside maintenance and equipment service contracts 
resulted from the advent of sophisticated equipment, such as data processing equipment, 
point-of-sale devices, and mechanized receiving and distribution systems, the repair and 
maintenance of which requires a degree of expertise normally available only from outside 
sources. 


Deacription of Natural Olvisions 
A summary of the expense items to be charged to each of the natural divisions follows: 


Natural Division 01 - Payroll 


The natural division Payroll includes, in general, all items of compensation for services 
actually rendered by employees of a company, Such as Salaries, wages, commissions, promo- 
tion money, and bonuses and prizes for contests and similar events. It also includes payments 
or provisions for vacations, sick leave or absence, separation, holiday and military leave, etc. 


This account should not be charged with items of payroll which are to be capitalized, 
charged to the cost of merchandise in manufacturing, alteration, or service departments; or 
billed by outside agencies on a contractual or similar basis. 


Natural Division 02 - Allocated Fringe Benefits 


A transfer account has been provided to allocate fringe benefits out of their appropriate 
expense centers to all other expense centers with a payroll natural division (see Section C of 
this chapter). 


Natural Division 03 - Media Costs 
The natural division Media Costs (which is restricted to only one expense center, 420 - 
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Advertising) includes all costs of media, such as the cost of space in newspapers, periodicals, 
programs, streetcars, and billboards; the cost of radio and television station time; andthe cost 
of direct mail advertising. It also includes direct outside costs of electros, cuts, mats and 
engraving related to the above. 


This account should not be charged with the production costs incident to the preparation 
of the various types of media advertising; such costs should be charged to their appropriate 
natural divisions—such as payroll, supplies, services purchased, etc. 


Natural Division 04 - Taxes 


The natural division Taxes includes all taxes paid or accrued (with the exception of federal 
and state and local taxes based on income, which are treated as a deduction from income 
before taxes rather than as an operating expense). 


include as a charge to this natural division ali state and local taxes (excluding taxes based 
on income); also include unemployment, social security, and disability taxes and ail license 
fees Of a similar character imposed by the various government agencies. 


Natural Division 06 - Supplies 


The natural division Supplies inciudes the cost of items consumed in the operation of the 
business, Such as stationery and related items and materials for wrapping, packing, cleaning, 
repairing, etc. Also included in this natural division are various supplies used in the generation 
of heat, light, and power, such as the purchase of coal, oil, gas, water, and electricity. 


In the interest of simplicity, supplies has been divided into two distinct categories: 
administrative supplies and functional supplies. Administrative supplies are those of a general 
nature, such as pencils, pens, paper clips, ordinary stationery, etc., and are therefore charged 
entirely to Expense Center 510- Service and Operations Management. Functional supplies are 
those of a special nature — usually characteristic of and purchased specifically for a particular 
expense center — and therefore may be significant in amount, such as voucher checks, 
accounts receivable statements,wrapping or cleaning supplies, repair parts, sales checks, etc. 
— and shouid be charged to Natural Division 06 - Supplies in the specific expense center. 


Natural Division 07 - Services Purchased 

The natural division Services Purchased includes charges for all non-professional ser- 
vices rendered by outsiders which aid, supplement, or substitute for the normal routine 
activity of the store. It consists exclusively of services performed by outsiders, whether they be 
companies, individuals, agencies, or independent contractors, provided the services are not 
chargeable to Natural Division 14 - Professional Services or 18 - Outside Maintenance and 
Equipment Service Contracts. 

Examples of the types of service to be included in Services Purchased are: 

Cleaning services 

Delivery services 

Shopping services 

Detective and alarm services 

Armored car services 

Calculating, statistical, typing services, etc. 

Collection agency services 

Attorney fees for collection of past-due accounts receivable. 


For fees paid to executive personnel agencies engaged for procurement of executives 
within each expense summary area, (see Special Explanation E 12). 

This account should not be charged with any internal costs incidental to the performance 
of any of the above services; such items shouid be charged to the appropriate natural 
divisions. 

Natural Division 08 - Unclassified 

The natural division Unclassified includes all expenses not otherwise classified as 
chargeable to another natural division. Care should be exercised to limit charges to this 
account to items which are specified in the manual or which cannot be more appropriately 
charged elsewhere. 
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Examples of the type of charges to be included in this natural divison are: 


Net cash shortages and bank service charges 

Supper money 

Policy adjustments 

Cost of certain lost or damaged merchandise (see Special Explanation M 4) 

Traffic fines 

Want ads 

Oues and subscriptions 

Donations to qualified charities and institutions 

Expense of interviewing and hiring executives including all interview travel expenses 
paid to applicants and moving allowances paid to executives hired (see Special 
Explanation E 12 a andb) 

Loss On Comparison and test purchases 


Natural Division 09 - Travel 


The natural division Travel includes all expenses arising as a result of domestic (whether 
local or out of town) and foreign travel of all employees of the company for business purposes. 
Such expenses include transportation, hotel bills, meals, tips, and incidentals. 


Also include as a charge to this natural division local transportation expenses, such as 
transportation Costs for travel between selling locations, warehouses, and/or the central 
Organization, automobile hire for collectors, messengers, nurses, and items of a similar 
character. However, traveling expenses of applicants for positicns should be charged to 
Natural Division 08 - Unclassified. 


Also charge allowances to employees for use of their cars on company business {see 
Special Explanation E 6, Chapter IV). 


Natural Division 10 - Communications 


The natural division Communications includes all expenses relative to the cost of store 
and central organization communications, including local and long distance telephone ser- 
vices, all postage (except postage on parcel post delivery and postage on merchandise 
returned to vendors, which costs are to be charged back to the vendor and consequently 
credited to departmental purchases). Where rental charges are included with the normal 
utility billings, the rental should be included in this natural division. However, when a total 
communication system is leased or rented from outside sources, the charges incurred in 
connection with the rental should be included in Natural Division 17 - Equipment Rentals. 


Natural Division 11 - Pensions 

The natural division Pensions (which is restricted to only one expense center, 670 - 
Supplementary Benefits), includes all expenses relating to pensions, retirement allowances, 
and contributions to pension funds, insured and trusteed plans, direct payments to retired 
employees. 


This natural division should not include internal administrative, clerical, or other costs 
incidental to the administration of pension and retirement programs, which should be 
charged to the applicable natural division. 


Natural Division 12 - Insurance 

The natural division Insurance includes the cost of all insurance, including ernployer 
group medical and health insurance. The cost of term insurance should be distributed cver the 
term for which the protection is furnished. 

Dividends and earnings on mutual and reciprocal insurance contracts should be credited 
to this natural division. 

Natural Division 13 - Depreciation 

The natural division Depreciation includes depreciation of the original cost of the capital 
assets employed in the operation of the business, such as: 

Buildings 

Leasehold improvements 
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Equipment 
Furniture and fixtures 


Depreciation is limited to those expense centers where equipment represents a signifi- 
cant investment in the operations of the expense centers. 


Natural Division 14 - Professional Services 


The natural division Professional Services includes, in general, the cost of any service of a 
highly specialized and professional character furnished by outside professional organiza- 
tions, Such as: 


Legal fees 

Accounting fees 

Appraisal fees 

Management Services fees 

Architectural fees (if not chargeable to a capital account) 
Special surveys and studies 


Professional services are distinguished from services purchased in that they are limited to 
those services which, by their very nature, are normally secured from outside specialists and 
experts qualified by training, and often licensed by governmental bodies or divisions. 


Do not include financial or economic services which are regularly issued as publications, 
nor attorney fees for the collection of past due accounts receivable which should be charged 
to Natural Division 07 - Services Purchased. 


Natural Division 16 - Bad Debts 


The natural division Bad Debts {which is restricted to only one expense center, 330 - 
Collection) includes either actual bad debts written off or the provision relating to an allow- 
ance for doubtful accounts. it also includes losses due to bad checks and fraudulent pur- 
chases, less recoveries. 


Natural Division 17 - Equipment Rentals 


The natural division Equipment Rentals includes the costs of all equipment rented or 
leased and is restricted to those expense centers where equipment represents a significant 
investment in the Operation of that expense center. 


The infrequent, incidental rental of equipment, such as chairs for fashion shows, is 
considered a miscellaneous expense item and should be charged to Natural Division 08 — 
Unclassified of the expense center using the equipment. It is not to be considered as equip- 
ment rental in the same sense that major items of equipment are rented or leased for the 
performance of the regular, repetitive work of an expense center. 


Natural Division 18 - Outside Maintenance and Equipment Service Contracts 


A new natural division has been established because of the increase in recent years in 
outside contractual arrangements for servicing and maintaining equipment. Natural Division 
18 has been restricted to those expense centers where equipment represents a Substantial 
investment in the operations of the expense center. If this equipment is being leased, the 
maintenance may be provided for under the terms of the lease. If the maintenance ts stated 
separately in the lease, it should be charged to Natural Division 18; if not stated separately, it 
should be included in Natural Division 17. 


Natural Division 20 - Real Property Rentals 


The natural division Real Property Rentals (which is restricted to only one expense center, 
020 - Real Estate, Buildings, and Building Equipment) includes expenses incurred or rent paid 
for real estate used in the operation of the business. Income received for the subletting of 
rented space (other tnan the licensing or leasing of a department) should be a credit against 
the charges to this natural division. 


Do not include in this natural division expenses such as taxes, interest, supplies, repairs, 
insurance, and depreciation when paid directly by the store. These items should be charged to 
the applicable natural divisions. This natural division applies to real estate only. 
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Natural Division 90 - Expense Transfers In 
Natural Division 91 - Expense Transfers Out 


For further discussion of transfer accounts, see Section C in this chapter. 
Natural Division 92 - Credits and Outside Revenues 
This natural division consists of two categories: 


1. Credits. There are occasions when an expense center should be credited with amounts 
which are either debited to accounts outside of the operating expense ledger or to operations 
not directly associated with carrying on the business . In such cases the expense center will be 
credited through this natural division regardless of whether the credit applies to one or more 
of the basic natural divisions. For exampie, the following are among the types of transactions 
which require the utilization of Natural Division 92: 


a. Cost of merchandise (as in the case of workroom departments and indirect manu- 
facturing departments) 

b. Capital accounts (for improvements made by the company’s regular employees) 

c. Tenants and lessees (for services rendered). 


2. Outside Revenues. Several items of revenues received by the company which are not 
classified as revenues or other income are to be included as a credit to operating expense in 
the particular expense center via this natural division. Examples of these types of transactions 
are: 


Income from work performed as a Service bureau 

Check cashing and utility bill service fees 

Layaway handling charges and charges for CODs 

Sales of used display supplies, wastepaper, and other salvage, and sales of shopping 
bags, gift wrap, etc. (when not operated as a costselling department) 

e. income from vending machines, locker rentals, pay toilets, etc. 

f. Delivery charges to customers 

g. Money order and traveler's check fees. 
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.Note that credit handling and service charge income is not included in this natural 
division (see Special Explanations E 14 and E 19e, Chapter !V). 
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WORKROOM AND COST DEPARTMENT OPERATING 
STATEMENT -- LINE ITEM EXPLANATIONS 


Explanation of items (LUnes) in the Operating Statement (See Exhibit 1) 
1. Revenue 


Only actual amounts received from customers should be considered as revenue for the 
cost and workroom deparnments. 


a. In cost selling departments, customer sales revenue should be treated the same asin 
any retail department. 


b. In indirect manufacturing departments, there should be no Sales directly to custom- 
ers. The work processec should be transferred to a regular retail! department or toa 
cost selling department for sale to Customers. 


c. In merchandise service workrooms, the income received from customers is generally 
recorded on a Sales check in the retail selling department. At the end of the account- 
ing, these sales should be accumulated and credited at this line (or “‘item’’) on the 
merchandise service workroom statement. 


All Dookkeeping transfers for work done for other departments in the store should be 
treated as reductions of the cost of operating in the cost department. 
2. Inventory of Materials and Supplies 

Physical inventory valued at cost or market, whichever is lower, at the beginning of the 
accounting period. 
3. Purchases of Materials and Supplies 

This account should include all materials and supplies plus inward transportation 
charges, less purchase disccunt. 
4. Material and Labor Services Purchased 

include any invoices covering services purchased from outside contractors for work that 
is normally performed in a store workroom, and constitutes the principal activity of the 
workroom. For example, draperies and slip covers. 
Dae otal 

This 1s the total of Lines 2, 3, and 4. 
6. Inventory of Materials and Supplies 

Physical inventory at the end of the period valued as in Item 2. 





7. Materials and Supplies Used 
This is the difference between Lines 5 and 6. 


8. Direct Labor 

Includes direct payroll incurred in production or processing of material or rendering the 
service involved. This consists of all operators, machine operators, repair men, tailors, furni- 
ture finishers, beauty salon operators, etc. 


9. Indirect Labor 
Includes payrolls indirectly involved in the processing of merchandise: that is, supervi- 
sion, Clericals, fitters, and examiners. 


10. Total Labor 
This is the total of Lines 8 and 9. 


11. Work-in-Process Adjustment 


This is the difference between the actual or estimated value of material and labor applica- 
ble to goods in process of completion at the beginning and end of the period Where the 
closing work-in-process inventory is greater than the beginning work in process inventory, the 
difference will reduce the material and labor costs for the period and should be entered as a 
credit. Where the opening inventory is greater than the closing inventory, the amount should 
be entered as an additional cost. 


12. Total Materials and Labor 
This is the total of Lines 7 and 10, and plus or minus Line 11. 


13. Space Charge 


Cost, workroom, and manufacturing departments should be charged for space occupied 
(other than selling space) where the product made or service performed becomes part of the 
cost of sales of a department servicing store customers as a regular selling department. The 
amount so determined should be transferred to the cost departments from Expense Center 
020 - Real Estate. It should represent a composite of rent, taxes depreciation, etc., as applica- 
ble. This charge is to be made whether or not occupancy Is pro-rated to retail selling depart- 
ments. 


Charge (Line 13) the space charges applicable to production and non-selling area oc- 
cupied by these departments. Selling space occupied by the cost department should be 
reflected on Line 28 statistically, rather than by an actual transfer. This space should be 
charged at a weighted rate in the manner used for all retail selling departments. 

14. Supplies 

This includes functional and miscellaneous supplies not consumed in the direct produc- 
tive process, such as needles, tape measures, Scissors, etc., used in an alteration workroom. 
However, thread would be charged to Purchases of Material and Supplies, line 3 
15. Utilities 

Charge the cost of utilities consumed in the direct production process, where utility 
consumption constitutes a significant portion of the expense inherent in the workroom 
operation. Examples: Fur storage, shoe repair, etc. 

16. Use of Cars and Trucks 
Includes charges for the use of owned and hired vehicles. 


17. Carfare and Travel 


Charge the cost of carfare and traveling expenses, excluding the use of owned and hired 
vehicles, which are charged to Line 16. 


18. Services Purchased 
Includes charges from outside agencies for consultation fees, instruction, etc. 
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19. Repairs to Equipment 


Charge the cost of repairs of equipment and machinery used in the manufacturing 
process of the workroom. 


20. Payroll Taxes and Supplementary Benefits 


Charge the cost of unemployment and workmen's compensation insurance and FICA on 
direct and indirect labor, plus such supplementary benefits as are applicable to production 
costs. 


21. Insurance 


This account includes fire and thefi insurance, particularly in the case of fur storage 
departments. 


22. Depreciation 


Charge the depreciation on operating equipment and equipment of a specialized nature 
which is specifically related to the workroom operation. 


NOTE: In the case of all the direct manufacturing charges, lines 13 through 22, which 
represent debits to the cost of production of sales of the cost department, credit Natural 
Division - 92 of the Expense Center(s) from which these charges are transferred. 


With respect to indirect manufacturing departments and merchandise service work- 
rooms, some Stores have been in the practice of charging taxes other than payroll taxes and 
indirect administrative expenses, such as office costs and executive salaries, to workroom 
costs. The altogether sensible theory for doing so is: If workroom cost data are used to 
determine, among other things, whether or not the workroom should be run by the store or 
leased to an outside contractor, these overhead costs must be considered. Certainly an 
outside contractor would include similar costs in the charge for doing this work for the store. 
However, there are so many ways to prorate such overhead costs, and so much detail is 
involved in preparing many monthly journal entries to credit various overhead expense 
accounts and charge workroom costs, that the probiem of standardization would probably 
be solved better by eliminating most overhead charges from workroom costs. This will not 
and shouid not deter stores from noting on their internal workroom statements that if the 
workroom had been charged with ali overhead, the workroom loss would have been so much 
greater. 


23. Total Other Manufacturing Charges 
This is the total of Lines 13 through 22. 


24. Total Cost of Production 
This is the total of Lines 12 and 23. 


25. Credits from Transfers 


Those transfers which represent work done for departments of the store other than the 
parent departments are shown as reductions of the cost of production of the cost department. 
Also inciude credit for items manufactured for selling departments, whether they are principal 
retail departments of the workroom or not. The estimated cost should be charged to the selling 
departments’ cost purchases. Work done for expense centers—such as display, porters’ 
uniforms, etc.—wili be credited also to Line 25. All transfers should represent only the actual 
cost of the work done. in most cases, it is necessary to use estimated costs, but wherever 
estimated costs are used, they should be reviewed regularly for accuracy. In no case should a 
theoretical profit be placed on top of the cost. 


26. Net Cost of Production 
This is the difference between Lines 24 and 25. 
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27. Profit or Loss-Indirect Manufacturing Departments and Merchandise Service Work- 
rooms 


Indirect Manufacturing Departments 


The profit or loss is the same as net cost of production, Line 26. The profit or loss of a 
manufacturing department should be charged to the cost purchases of the selling depart- 
ments buying its products, in proportion to the transfers to those departments during the 
period. The operating profit or loss reflects errors in estimating the cost of the original 
transfers. 


Merchandising Service Workrooms 
This ts the difference between Lines 1 ana 26. 


The profit or loss of a merchandise service workroom is to be distributed as workroom 
cost to the parent selling departments using the service in proportion to the amount of work 
done for each parent department. Wherever possible, the factor to be used in measuring the 
proportion of work done snould be a work unit of time. Standard units of time for each 
element in every workroom operation should be established. For example: Enlarging the 
armholes in a woman's coat might have a standard time of forty minutes, and, assuming ten 
minutes represents one work unit, would represent four work units. The net cost of produc- 
tion, Line 26, should be distributed to the parent departments on the basis of the work units. 
Then, each parent department should receive credit for the amount of revenue tt has ob- 
tained, and the difference between its portion of the net cost of production and such revenue 
represents the amount of workroom cost to the individual selling department. 


The following example will illustrate the distribution of workroom costs: 


Assume net cost of production (Line 26) is $2,000 and income from sales to customers 
(Line 1) is $500, out of which $50 is applicable to Department 30 and $450 to Department 
35. The loss (Line 27) is $1,500. Out of a total of 1,000 work units produced during the 
period, Departments 30 and 35 accounted for 200 and 800 work units, respectively. The 
$2,000 (net cost of production) should be distributed to Departments 30 and 35 in the 
Same ratio as the work units of the departments are to the total work units—that is, $400 
should be allocated to Department 30 and $1,600 to Department 35. These amounts are 
then reduced by the income from sales to customers, $50 and $450, respectively. The net 
charges to Department 30 are $350 and to Department 35, $1,150. These total depart- 
ment charges of $1,500 are equal to the amount of the profit or loss (Line 27). 


28 Operating Expenses (Cost Selling Departments Only) 


The charging of total store expenses to the cost departments snould be done only in the 
case of cost selling departments and in the same manner used for all retail selling depart- 
ments. This section of the statement will not be used in the case of manufacturing depart- 
ments or merchandise service workrooms. 

It is recommended that such allocations of expense center costs as may be directly 
associated with specific expense centers in this manual be identified on the cost selling 
department operating statement by Individual headings under 28a-28b, etc. The charges to 
Operating expenses of cost selling departments which cannot be specifically related to 
individual expense centers are to be combined and shown under a general caption. 

All cost selling departments selling payroll included here shali also be included in cost 
department statements statistically rather than by a transfer entry. 


29. Total Operating Expenses 
This is the total of Lines 28a, b, c, etc. 


30. Operating Profit or Loss-Cost Selling Departments 
This is the difference between Line 1 and the total of Lines 26 and 29. 


The profit or loss of a cost selling department, Line 30, is not to be distributed to any other 
department, but is treated the same as the profit or loss in any retail-selling department. 
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